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PROCEEDI NGS

PRESI DI NG MEMBER LAURI E: Wl cone. If
you could all take your seats, please.

Good norning. My nane is Robert Laurie,
Conmi ssi oner at the Energy Commi ssion, Presiding
Menber of the Efficiency Cormittee, which is
adm ni stering the preparation of the Transition
and Operations Report nandated pursuant to 1105.

To ny left is Conm ssioner Robert
Pernell, mnmy associate on the Conmittee.

COWM SSI ONER PERNELL:  Good norni ng.

PRESI DI NG MEMBER LAURIE: To
Conmi ssioner Pernell's left is Commi ssioner
Pernell's Advisor, Laurie ten Hope. To ny right
is my Senior Advisor, John WIson.

In a noment -- well, let ne do it at
this time. The Program Manager for the
preparation of the report is M. John Sugar. It
will be M. Sugar's responsibility to coordinate
the efforts of his team and for continued
i ntroductory purposes, at this tine I'd like to
have M. Sugar introduce his associates on the
teamthat's responsible for the preparation of
that report.

PROGRAM MANAGER SUGAR:  Thank you
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Commi ssi oner .
If I could introduce fromthe far |eft,
we have David Abel son, who is the staff attorney

assisting us on the project. Gary Cullen, next to

Dave, is responsible for the work -- should we get
all the microphones set up -- we're having sone
nm crophone issues, |'Il get to that in just a

nonent or two. Thank you.

Gary is responsible for the work that
we're doing in estimating the potential for future
energy efficiency.

Next to Gary is Scott Matthews, who is
Di vi sion Chief for Efficiency, ny supervisor.
Laurie ten Hope, Conm ssioner Pernell,
Conmi ssi oner Laurie, John WIlson, M ke Sloss,
who's responsible for the team working on the
admini strative structure for future efficiency
progranms, and Kae Lewis, who is working with the
team heading up the team |ooking at issues of
program characteristics and design for narket
transformati on.

If | could very briefly go through the
direction which we have received fromthe
Legislature in AB 1105. This is the first of a

series of Committee workshops on the Commission's
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Public Energy Efficiency Public Goods Charge
Report.

In June, the Legislature approved, the
Governor signed AB 1105, and that directs the
Conmi ssion to conplete two reports. The first is
a Transition Plan Report on the Transfer of Energy
Effici ency Programs fromthe Public Utilities
Conmi ssion to the Energy Commi ssion, by the end of
2001. The report is to consider a nunber of
aspects of that, including issues related to
oversi ght responsibility; issues associated with
the transfer of administration fromUWilities to a
new admi ni strative structure; coordination with
ot her Public Goods Charge programs; ensuring that
current prograns apply market transfornmation
principles and result in sustainable inprovenents
in efficiency markets; and the resources necessary
to inplement a transition plan

The second report which the Legislature
directs us to prepare is an Operational Plan
Report, to recomend and efficient and effective
post-transition adnministrative structure for
efficiency programs. And this report is to
consi der application of market transformation

principles for cost effective sustainable
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i mprovenents; include assessnent of energy markets
unt apped opportunities for cost effective savings;
progranms that result in sustainable inprovenents
in the information environment, nmarket rules and
structure to help private businesses innovate and
hel p consunmers nmake nore intelligent energy

choi ces.

The report is to include consideration
of the appropriate role of other entities, public
and private, including -- in energy efficiency
servi ces, including designating a public benefit
non-profit corporation as the program
administrator. W need to consider whether
funding eligibility should extend to supporting
consuners shifting electricity usage in response
to pricing differences; the appropriate funding
| evel s for energy efficiency after 2001
mnimzing the role of state agencies in providing
adm ni strative and i nplenmentation services; and
consider prograns in existing nmarkets that reduce
consumer energy bills while stinulating the growth
of conpetitive industry, such as standard
performance program contract prograns.

The Energy Conmission is to have these

reports conpleted by January 1. In order for the
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Efficiency Committee, who you see here, and the
Conmi ssion to conplete its review of staff's work,
staff has to conplete its work by the end of
Novenber .

Today's workshop is the first of what
will be a series. The goal today is to hear from
parties regarding issues they believe the
Commi ssion should address in the reports, and
consi derations that parties believe the Comm ssion
shoul d take into account.

The agenda is quite broad, and that's
purposeful, to ensure that we hear all rel evant
comrents. W do ask that comments, where
possi ble, be brief to ensure that everyone has an
opportunity to speak today. W were trying to set
up sone roving m crophones, and we nmay yet succeed
if the building manager cones and hel ps us get the
ot her sound system going. Gven that at the
nonent we're running into technical difficulties,
we ask that to make your comments, you pl ease cone
up to the podium Hopefully we'll have a better
systemin place shortly.

We're happy to receive witten coments.
If you do have witten comments, either fromthe

di scussion here or witten comments that you have
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prepared already, if you could subnit them
electronically that will help us get themonto our
[ist server.

In personal details, there are
restroons. |If you go outside, in the main hal
there's a door market restroons, and stairs, which
is code for restroons and stairs.

(Laughter.)

PROGRAM MANAGER SUGAR:  There al so are
pay phones, and on the second floor there is a
cafeteri a.

Wth that -- and M ke Messenger is just
coming in, he'll also be up here. M ke was
responsi ble for the team | ooking at the need for
efficiency progranms, which is a result of the
conments the CGovernor had in his veto nessage --
where he didn't veto this effort, by the way --
and future program magni tude, which is one of the
i ssues which we need to address.

PRESI DI NG MEMBER LAURI E:  Thank you,
John.

As M. Sugar indicated, there will be
addi ti onal workshops. The intent of this workshop
is to receive as general or as specific conments

as you nay desire to offer. As tinme goes on,
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there will obviously be something a |lot nore
specific for you to comment to. At this point in
time, although there may be conceptual bogs and
conceptual ideas floating around, not only in your
own organi zation, certainly our organization as
well, nothing is close to being put on paper yet.
Therefore, we have nothing to give you for you to
respond to because, in fact, that woul d be

premat ure.

We're interested in your thoughts as to
both process, if you desire, or specifics in
regards to any of these chapters, or portions of
the report that are to be mandated.

The nmeeting is being recorded and
transcribed. |If there is a problemwith that, we
will be infornmed and we will hold you up
nomentarily.

There is no formal structure. That is,
if you desire to speak we would ask that you fill
out blue cards and get them subnitted up front.

If you don't do that, don't worry about it. W]
get you anyway. W anticipate no problemin
heari ng everybody's concerns once or twice, it nay
be necessary.

We woul d ask that you be reasonabl e
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about the length of your coments. |If you're
going to subnit a paper, don't read your paper

t oday, please. Subnit your paper. W would ask
you to be courteous, and hold your coments to a
relatively limted period of tinme. |If there's a
problemw th that, then we will engage in that

di scussi on.

Towards the end of the nmeeting we will
talk a little further about our process. W
bel i eve process is absolute key to a successfu
out come. Again, although we may have sone of our
-- our ideas, we do not have solutions. W al
have sol utions, and your input into that process
is critical

Commi ssi oner Pernell, did you have any
openi ng comrents this norning?

COW SSI ONER PERNELL: Yes. Wiat |'d
like to do is wel cone everyone. And we have, as
Conmi ssi oner Laurie has said, a mandate fromthe
Legi sl ature, AB 1105, to do a report. And we
intend to do that. W intend to do that with
everyone's input. And you can't just assume that
we know what you're thinking, so | would ask that
regardl ess of how you consider -- how you consi der

it will be received, just say it. Qherw se, we
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won't get it, we won't have it on tape.

W will conplete the |egislative nandate
inatinely manner, so we just ask, as
Conmi ssi oner Laurie has said, that you be
courteous of others in your -- in your statements,
and not take up, you know, two hours to explain
why you think the sky might fall

So with that, again, thank you for being
here and hel ping us through this process, and we
do intend to hear everyone's comments and consi der
t hem

PRESI DI NG MEMBER LAURI E: Thank you, M.
Pernel | .

Ladi es and gentlenen, it is going to be
very hot in Sacramento today. Hopefully, this
auditoriumwill adjust to that, but do not be
concerned if towards the end of the afternoon you
feel a desperate need to renpve whatever you need
to renove, and feel free to do that.

(Laughter.)

PRESI DI NG MEMBER LAURIE: Wthin | ega
boundari es, pl ease.

M. Sugar, did you want to at this point
have t eam nenbers offer opening conments, or was

it your intent to go i mediately to the audi ence
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for public input?

PROGRAM MANAGER SUGAR: W were thinking
of going imediately to the audience for public
i nput .

PRESI DI NG MEMBER LAURIE: Ckay. W do
have all of the team | eads here today. And by
that, | nean there have been individual s assigned
that you' ve been introduced to, that will be
primarily responsible for certain portions of the
report.

We don't have -- we don't have copies of
1105 here, do we? |'m assuming you're al
famliar with that, since that legislation is our
mandate, and | -- | can assure you we will be
following the letter of that mandate.

At this point, therefore, let me open
the matter up for public comrent. | will first go
through the blue cards. After that, | will open
it up for other individuals.

Ri ch Ferguson, please

MR, FERGUSON: Good norni ng,

Conmi ssioners and staff.

| just finished these comments a few

m nutes ago. | have not had tine to file them

electronically. | apologize, I'll do that at the
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earliest opportunity.

I'"mhere representing the Sierra Cub
I'"'mthe Energy Chair of Sierra Club in California,
and we strongly support the nove to transfer the
authority for the public funded energy efficiency
prograns to the Energy Commi ssion, assuning, of
course, that you take ny advice on how they should
be admi ni stered.

(Laughter.)

MR FERGUSON: The first question | hope
we can dispense with fairly quickly, and that's
whet her these programs shoul d be continued at all
I know that was one of the questions.

There has been a consi derabl e anount of
wor k, including sone by ny office, this year on
the public value of -- of load reductions. | gave
a presentation to a workshop at the Public
Utilities Conmission a nonth or so ago, which
know many in the audi ence have seen. There was
al so an article which appeared this nmonth in the

Electricity Journal, which has a |lot of these

details. |If there's an interest in going into
this in nore detail, perhaps this afternoon, | did
bring overheads, | can put those graphs. This is

in Attachnent A of the comments.
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But just very quickly. 1In today's
electricity markets, the higher the denand, the
hi gher the prices, the | ower demand, the |ower the
prices. And, in fact, those |lower prices are
passed al ong to everybody buyi ng power in the
ener gy narket.

And it's possible to arrive at sone
proxy supply curves. And fromthose supply
curves, one can figure out the value in terns of
the reduced prices to everybody in the nmarket of a
nmegawatt hour of |oad reduction at any hour in
whi ch the market is open

We have done that for the first 12
nont hs of the market using prices at the
California Power Exchange to estinate the public
val ue of |oad reduction, which are quite striking.
The estimate that we nade is in excess of $600, 000
per basel oad negawatt reduction for one year. In
ot her words, an average negawatt year saves
everybody el se in the market that nmuch noney. In
kilowatt hour terms, that's about seven and a half
cents per kilowatt hour

These estinmates were nade using
regression analysis on the nmarket data. A few

nont hs ago, the California Power Exchange began
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rel easi ng anonynous bid data, so it's possible now
to see the individual bids that are comng into
t he Power Exchange. And from where the narket
clearing price occurs on those bid curves, it's
possible to do this calculation a ot nore
accurately. Unfortunately, it involves
consi derably nore data and work, but one does
arrive at a nore reliable figure.

| would strongly suggest that the
Conmi ssion, as part of its work, undertake that
analysis. It is being |ooked at at Stanford and
the University of California, and they could
surely use your help. The nunber is striking.
There is considerable public value to reducing
load in the system and therefore these publicly
funded progranms shoul d be conti nued.

There's been a lot of talk about the
val ue of load shifting, and one of the questions
that was asked by the Legislature in AB 1105 was
whet her or not sonme of this -- these prograns
shoul d be designed to encourage | oad shifting.
Qur recommendation is not to do so at the present
time, for a variety of reasons. One is that the
markets are just now in San Di ego beginning to see

real tine prices and price volatility, and it's
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expected, at |least, that consuners will respond to
t hose price signals and begin to shift |oad
automatically, and that energy service providers
will -- will pursue that nmarket niche

So we feel that it's inappropriate to
try and subsidize this fledgling market at the
current tine until we have sonme idea of how the
markets are going to respond.

Conputationally, there are probl ens,
because the load shift doesn't just take |oad out
of the system it takes it here and puts it back
in another hour. So to figure out the public
val ue, you have to not only figure out the val ue
of reducing load in one hour but of increasing
load in the other hour, and net those two things
out.

In addition, there are sone
envi ronnent al consi derati ons, because, for
exanple, if one reduces peak and increases
basel oad, you might be increasing the anount of
coal -fired production that's conming into the
system whi ch has perhaps nore environnenta
concerns than the peakers that -- that you're
di spl aci ng.

So those are our comments on the first
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guesti on.

The second question has to do with the
administration. And all | can say is this is our
opportunity, when -- when the prograns are noved

to try and naxim ze the conpetitive nmarket to
design and inplenment progranms. |In the past, there
has been a great deal of what | would cal
nm cr onanagenent by program admi nistrators,
designs, sizes, they're carved up by utility
territories, and so on. And we just feel strongly
that if the progranms are left to the private
sector to design themas cost effectively as they
possi bly can, we'll get a ot nmore reduction in
| oad per dollar, which is our goal.
So as the staff thinks about this,
have to encourage you to try to minimze the
state's role in figuring out what the best things
to do are to -- to get these |oad reductions, and
try to maximze reliance on the private sector
the conpanies or for profit institutions that are
actually going to go out and -- and change the
i nfrastructure on the denand side to reduce | oad.
The -- as far as how these things should
be admi nistered, we think the proper nodel is the

way the Comni ssion administered the new renewabl es
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program t hrough a conpetitive auction. Basically
you say we've got so nuch noney, we're going to
buy renewabl e kilowatts, or in this case |oad
reduction kilowatt hours, and we want to do that
as cheaply as possible. Mke ne an offer, and
we'll award the noney on a | east cost basis, and
wor k our way out.

We think that worked very well. It's
gotten world-wide acclaim It won't be as easy
for load reductions, of course. |It's nuch harder
to figure out how nuch | oad reduction any
particul ar nmeasure is going to achi eve, how
| asting those savings are, and a variety of issues
like that. However, these have been done by
various entities, utilities and others around the
country, for years and years. It is not an
i mpossi bl e task.

We suggest, however, that the
adm ni stration of the resulting contracts that
cone out of this conpetitive procurenment be
handl ed by a non-profit statew de, state chartered
entity simlar to the systemoperator, and/or the
California Power Exchange, under the oversight of
the Electricity Oversight Board. And depending on

what happens in the Legislature in the next year
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or so, this would nmake especial sense if the
oversi ght board becones a division of this
Conmi ssion, or a successor entity, whoever that
is.

But we think that nodel has worked well.
And we suggest that you include that as -- as your
top adnministrative scenario in your report.

There are a bunch of transition issues
related to the timng of when this new entity
woul d have to -- have to begin to staff up and
design its bylaws, organize its board, and so on
just like the 1SO and the Cal PX did. This is an
enornously sinpler task, because the reliability
of the grid does not depend on these prograns.

At any rate, that's a quick sumary of
ny comments here. |'ve tried to be responsive
both to your questions and to the issues raised in
AB 1105. Anyway, |'m happy to answer any
guestions you m ght have, and we | ook forward to

working in this process for the next several

nont hs.

PRESI DI NG MEMBER LAURI E: Thank you, M.
Fer guson.

Any questions of M. Ferguson at this
poi nt ?
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Thank you, Rich.

M. Matteson. Gary.

MR, CULLEN.  Conmi ssioner, |'m seeking
some clarification. Wuld you like us to hold our
qguestions until the end of the entire public
process, or ask questions --

PRESI DI NG MEMBER LAURIE: No. If you
have questions of a specific speaker, then | would
encourage you to ask themwhile they're at the
podi um

Did you have a question of M. Ferguson?

MR, CULLEN:. | do.

PRESI DI NG MEMBER LAURIE: |'m sorry.

M. Ferguson.

MR CULLEN: | was just wondering, in
terms -- I'minterested in exploring your idea of
a state chartered non-profit corporation to
admi ni ster the program

My question is, do you have any thoughts
or reconmendati ons on how the contracting would go
under that arrangenent, how the noney should flow
from UDCs who coll ect these funds; should it go
t hrough the Electricity Oversight Board, or
directly to the non-profit, or have you thought

about the details of that?
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MR FERGUSON: Yeah, | do have a
conmmrent. And, of course, these are collected by
UDCs, but they are paid by all custoners whet her
they're custoners of the UDC or not. And we
believe it's not at all inconceivable that some
muni ci pal utilities would want to join this. And
the way -- the way we see it is that -- is that
collections cone in, they're deposited in sone
sort of account by the Public UWilities
Conmi ssi on, which the new entity can draw on. And
funding |l evels and so on, we would recomend, you
know, maintaining the current programlevels for
sone definite time in the future so that the new
entity can be established and have sone certainty,
as they say.

But that's how we see it, is that the
transfer is basically just a financial one inside
sone account.

MR CULLEN. So there's no contract. It
woul d sinply be --

MR FERGUSON: Wth the new entity?

MR CULLEN. -- these are your -- yeah
with the new --

MR FERGUSON: No. The contracts woul d

be with the new entity and the program
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i mpl ement ers.

MR CULLEN. Okay. One other quick
guesti on.

MR FERGUSON: And that's sinmilar to the
way the | SO operates too, is ny understanding.

MR CULLEN. Okay. I'minterested in
trying to understand your anal ysis of the public
val ue, because |'mthe teamlead on this and
need to nake sure | understand this.

And maybe -- if you want to give ne nore
details later, at a future workshop, that's fine.
But could you talk to ne a little bit about how
the public -- how you get the difference between
the public value of 7.5 cents and the private
value of 2.5 cents. |Is that related to the fact
that not all custoners are paying prices on the
margi n that are exactly equivalent to the cost,
or?

MR FERGUSON: No. It has to do with
the fact that how many -- how nany negawatt hours
are being sold in the systemnmatters. That, |
nmean, if you look at those supply curves, the
sl ope of the supply curve may be a few mils per
megawatt hour, but you nay have 20 or 30, 000

nmegawatt hours or nore being sold in that period
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of time. So that, you know, the few mls that
cone off the price of a megawatt hour get
nmul tiplied out by however nuch power there is in
the market, so in a way there's kind of |everage
by all the other people in the narket. And so
when you nmultiply that out, the savings in any one
hour, especially if the curve gets very steep, are
quite significant.

W -- we can go through it, and I'm
happy to give ny spreadsheets and --

MR CULLEN.  Sounds |ike we should do
t hat .

MR FERGUSON: -- we can work that.

MR, CULLEN:. Thank you.

MR, FERGUSON. But the point is that in
the spring, the Power Exchange began rel easing the
actual bid data fromwhich they construct the
supply curve to find the market clearing price in
every hour. | nean, there's -- instead of just
one price at one quantity for a market clearing
price that we used, you've got | don't know how
many bids, hundred bids, you know, every hour.

And the thinking of the econonmists on this, it
woul d be possible to actually use the actual bids

and find the slope at the narket clearing price in
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every hour on the supply bids.

|'ve tal ked to Power Exchange staff
about this, and they indicate that the proxy
curves are not bad. But it's possible to do that
if you' ve got some spare computer tine.

MR, CULLEN: Thank you very nuch.

PRESI DI NG MEMBER LAURI E: Thank you, M.
Fer guson.

Gary Matteson, from UC?

Li sa Wod, please?

M5. WOCOD: Good norning. |'mLisa Wod.
I"'mhere fromthe Gty of San Diego, and |'1]
follow in the sane nbde as the gentlenan fromthe
Sierra Club. "Il talk first about the program
and then about the administration of the program

Very briefly, the inportance of the
continued funding of the programis a no-brainer
Envi ronnental issues are paranmpunt, and energy use
is probably the single biggest contributor to
envi ronnental destruction of any other aspect of
our lives. So in ternms of when you're talking
about the nmagnitude of continued funding, | would
urge froman environnental perspective that it
shoul d be kept at as significant a funding | eve

as possi bl e.
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From our perspective, of course, there's
an inportance of local control of funds. Loca
governnents are close to the users. W can be
involved in the distribution of funds. W can
identify needs. Local governments, from our
per spective, should be encouraged to take a
greater role in energy conservation efforts.
Agenda 21 issues cone to the forefront. |n other
nati ons, |ocal governnents have taken a nuch
stronger role in environnental issues, and | think
it's very inportant in California that we do so
here, as well.

State and | ocal governnents should | ead
by exanple. And we can do that if we're nore
i nvol ved in these prograns.

I'd like to also stress the inportance
of denmpnstration projects. And again, this is a
pl ace where state and | ocal governments can take
the lead. In the City of San D ego, we have a
denonstration project, Ri dgehaven Green Buil di ng,
whi ch you may have heard of, and | think these
ki nds of prograns are extrenely inportant.

Al so, |I've been talking with a few
peopl e who are involved in this issue, and

understand that bang for the buck is a very
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i mportant issue. And when you're tal king about
bi g corporations and what they can achieve in
terns of actual kilowatt hours saved, you're
tal ki ng about significant savings, and again, that
rolls into very effective protection for the
envi ronnent when you're going for the big bang for
t he buck.

But that's not the only issue. And
think there are under-served communities out
there. | think there are under-served comunities
that may need extra incentives to realize the
savi ngs that you can get from energy conservation
progranms. So | woul d enphasize a focus on | ooking
both at bang for the buck and at serving under-
served communities.

kay. So that's about the program
itself. Wth regard to the administration of the
program from our perspective, obviously it's very
i mportant that red tape is mininized. And
think, again, that |I'mjust repeating what the
Sierra Club representative said, avoiding mcro-
managenent is very inportant. On the other hand,
detail ed technical assistance, the other side of
that, can be very effective. So when you're

| ooki ng at, you know, where to put the enphasis,

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

25
it's not a mcro-managenent, but it is on detailed
assi stance.

The program shoul d be administered as
creatively as -- with as nuch flexibility, and
with an idea to being very clever about this.
There are clever ways to realize energy savings.
From our perspective, the CECis in a good
position to understand and i nfluence and take
advantage of things |ike rate structure, and
assi stance to the people that would be receiving
the incentives.

In addition with the issues of
admi ni stration, the issues nentioned above, such
as the inmportance of continuing the funding, the
i mportance of local control, all of these things
shoul d be addressed. And froma |oca
perspective, we would obviously like the ability
to influence the distribution of the funds if the
program seens not to be addressing locally
percei ved needs.

And | don't have witten coments, but |
can provide themat a later date if they would be
usef ul .

Any questions?

PRESI DI NG MEMBER LAURI E:  Thank you, Ms.
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Wod.

Any questions for San D ego?
Conmi ssi oner Pernell.

COW SSI ONER PERNELL: Ms. Wod, can you
give me an exanple of local control, |oca
entities working with the overall progranf

M5. WOOD: An existing exanpl e?

COW SSI ONER PERNELL:  Any exanpl e.

M5. WOOD: Ckay. |'mnew to energy
conservation. | got put on this in January. And
in our departnent, for the Gty of San Diego, we
have | think one of the better prograns that's
avail abl e | ocal ly.

W have the Ri dgehaven Buil di ng, which
is a denonstration Green Building. It was the
first building in the nation to receive the Energy
Star award. And as part of our outreach to the
conmunity in that building, we have a public
library that is open to the public, and it
enphasi zes environmental literature. |It's
specifically an environmental library. And people
coming in to use that library, they not only
recei ve the benefits of the local library, but
they're also exposed to the Green Building and the

di spl ays that we have in the Green Building
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pronoting energy conservation, water conservation,
i ndoor air quality, and other environnenta
i ssues.

Qur department also deals a lot with
wast e reduction, and of course that's a big focus,
and there are a lot of displays on that, as well.

In addition, our conference facilities
that are available, first to our departnment but
al so to people outside the departnent, bring
peopl e through the building so that they have an
opportunity to see the displays. And we receive
visits fromnmenbers of the comunity and from
people all over the world. W've had dozens of
countries come and visit our building to see what
it is we're acconplishing in terns of energy
reducti on.

So that's one way that -- through our
denonstration building, that we've provided quite
a bit of outreach to the community.

W al so, because we're involved in waste
reduction and ot her environnental issues, we have
a nunber of opportunities to provide outreach to
peopl e that we do do.

In addition, because we -- because

work within the city, and | previously worked in
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-- let's see, |'ve been with the Environmenta
Services Departnment for ten years, but |
previously worked in the Planning Departnent, so
|'ve been working with the planners on outreach to
the public. Sonme easy steps we took, for exanple,
wer e when people were building -- getting
construction and denolition debris permts. They
were initially directed to our landfill. Now, we
direct themto do recycling. To the recycling --
the private recycling centers throughout the city.

We're working with the permt planners
to incorporate not only waste reducti on neasures,
but al so sustai nabl e devel opnent neasure, and
i ncluding energy reduction. W want to be, again,
doing this on strictly a voluntary basis, at |east
initially, sinilar to prograns in Santa Barbara
County and in Phoenix, Arizona, where with each
permit applicant that conmes through the door we
have an opportunity then to talk to them about how
to incorporate these naterials, these ideas, these
concepts, into each and every project, whether
it's a newbuilding or it's a permt for sonme kind
of a nodification to an existing building. It's
an opportunity for us to tal k about sustainable

devel opnent issues with themat that point, as
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So we're working on that. W're also
doing internal progranms, just with various city
departnments. But, of course, each city departnent
has outreach to the public, as well.

So I"'mnot sure if I"'m-- 1'"mKkind of
rambling on here. I'mnot sure if |I'manswering
your question, but we certainly are face to face
with the public, and there are a | ot of
opportunities.

COW SSI ONER PERNELL:  Well, | think you
-- you did a good job there. | guess what |I'm
getting out of that is a hei ghtened educationa
program centered around energy efficiency, as well
as possible sone |ocal ordinances as it relates to
the pernmitting process.

MS. WoOD: Right. W're -- yeah, we're
wor ki ng through the permtting processes, as well
as informational canpaigns. |n our departnment we
have two full-time public infornmation officers
that are dedicated to various environnmenta
i ssues.

COW SSI ONER PERNELL: Thank you

M5. WOOD: Ckay. Thank you.

PRESI DI NG MEMBER LAURI E:  Any ot her
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qguestions of San Di ego? Yes.

MS. LEWS:. | have a question. You
tal ked about under-served comunities. What
groups do you have in mnd?

M5. WOOD: Well, what I'd -- what 1'd
like to see, for exanple, in our -- in our
department, again, we have a grant fromthe
International Council for Local Environnental
Initiatives, and we have sonme prograns through
them And part of that programis the climte
W se program W were supposed to have partners
and bring those partners on board to have energy
reducti on goals and action plans. And the focus
so far seens to me to have been kind of the no-
brainers, the Hewl ett Packards and the Qual Cons.
And those are -- those are organi zations, those
are conpani es that have very sophisticated energy
conservation progranms already.

And so where | would like to see our
climte wi se programgo, and al so additional grant
funding if we're able to achieve it, is nore
toward busi nesses that nmay not be as well hooked
into the informational side of things, that may
need a little bit nmore up front, incentive or

education to get going.
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For exanple, our Barrio Logan Community
has a large comercial industrial area. They're
snal | busi nesses, they're usually not national
busi nesses, they're often | ocal businesses. Many
times they're run by people who have English as a
second | anguage. And | think there's an
opportunity where we're on the ground, we're
working with those communities anyway. There are
non- gover nment al organi zations in our conmunity
t hat have outreach to those conmunities, and we
could partner up with those NGOs and with our
exi sting comunity outreach, | think, to very
effectively bring the nessage to those kinds of
comunities.

Al so, of course, there's an opportunity.
We have RVDZs in our area, Recycling Manufacturing
Devel opnent Zones, and again, those areas are
recei ving assi stance, but they're receiving
assi stance fromthe waste managenent end. And
they tend, again, not to be big nationa
corporations that are already hooked in to ideas
about SO and that kind of thing.

PRESI DI NG MEMBER LAURIE: M. Messenger.

MR, MESSENGER: One ot her quick

qguestion. In terms of the way that the noney
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m ght conme to you, let's assune that we have set
up a systemwhere the City of San D ego was goi ng
to receive noney. Wuld you prefer that the noney
cone from some statew de adninistrator, |ike the
non-profit corporation in M. Ferguson's exanple?
O does the city have a preference working with
you know, maybe a market specific administrator
who woul d be for profit or non-profit, and you
could apply for, you know, a residential type of a
denonstration, or comrercial, or -- do you have
any ideas about who do you think you could work
better with? Because that's one of the things we
have to grapple with, is statew de versus
regi onal, that type of thing.

M5. WOOD: Right. Right. Wll, again,
|'"ve been with this programonly since January.
Most of my experience has been dealing with
environnental regul atory agencies, Fish and Gane
and the Integrated Waste Managenent Board, and
also on the national level, Fish and WIdlife and
the Corps of Engineers, that kind of thing. And
what | find is when there are |ocal boards, for
exanple, the Air Pollution Control District or the
Regi onal Water Quality Control Board, when you

have people locally, they understand your |oca
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needs.

So obviously, if there are
administrators in a local area, we have a | oca
assi stance person that we work with fromthe
I nt egrat ed Waste Managenent Board, that's far
better than working with sonebody who's in
Sacranment o and has never even to San Diego. So in
terms of that, that's ny experience.

' mnot saying, you know, |'m not saying
how you shoul d organize it, but, you know. And
al so, nost of ny experience has been dealing with
governnent agenci es, nost of the grant funding
that we have al ready for our energy program conmes
-- even the ICLElI grant, the International Counci
for Local Environnental Initiatives, is a non-
profit organization, but their funding comes from
DCE and EPA, and they -- so it's -- that also is
governnent funding, and it cones specifically to
| ocal governnent agenci es.

So nmy experience, and ny confort zone is
wi t h gover nnent agenci es.

DEPUTY DI RECTOR MATTHEWS:  Just an
observation. W're going to be struggling with
what the role of |ocal governnents should be, and

| invite you to continue to participate. And we
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need to -- we need to get sone clarity on -- on
what those roles and rel ati onshi ps ought to be.
And | think it's a challenge for us to figure out
how t o best work together

| did see M. Raynmer junp up excitedly
when Commi ssioner Pernell asked his question. |
don't know if you want to take him next, or |et
hi m respond to the question

PRESI DI NG MEMBER LAURI E: The answer is
no.

(Laughter.)

PRESI DI NG MEMBER LAURI E:  Thank you.

M chael Parti .

MR PARTI: Good norning.

PRESI DI NG MEMBER LAURIE: And | adi es and
gent | emen, when you cone to the podium could you
agai n say your nane and your organization, please.

MR PARTI: Sure. |I'm Mchael Parti,
and | represent Applied Econonetrics. W are a
firmthat does eval uations of conservation
progranms and forecasting, and other things that
are related to those things.

And those are -- those are really the
sorts of issues |I'd like to address this norning.

| only have a few very short points to make. |
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will, however, be filing a general plan that you
can use for -- that'll have sone suggestions for
how to structure market transformation planning
and eval uation, but | don't have that with ne
t oday.

I think we have -- the first point that
I"d really like to address is that | think we have
a marvel ous opportunity to use the experience that
we've had in California for the past few years in
eval uating prograns, as a guide for the future.

To a certain extent, | think that the protocol

the California protocols, for exanple, that we've
had, have worked out very successfully. And there
have, however, been a few -- a few rough spots.
And | think it probably would be worthwhile for
the Conmission to do a process eval uation of the
protocol process to find out what worked and what
didn't work.

My second point is that the eval uation
process, as we had it before, gave sone lip
service to the idea of a structure of feedback and
control loops. That is, you, in a feedback and
control |oop set up for evaluation what you do, is
you have a first cut at what |ooks Iike a sensible

program Then you nonitor the program and you

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

36

find out what parts work and what parts didn't
work. And then you try to fix the parts that
don't work to see if you can make a viable
pr ogr am

By and | arge, what we've had up to now
are prograns that are either yea or nay. So if
t he eval uati on cones out good, then the program
may continue, and if it doesn't cone out good, it
doesn't continue. But | think it's worthwhile. |

think a | ot of good programs can very easily bite

the dust in a -- in a setting like that.
Now, as to -- one nore point. As to the
admi nistrator, the administrative entity. | don't

-- | don't have any | think very hard and fast
ideas yet. | think there are a couple of
properties, though, that we would like to have
this adm nistrator to have. And one is that the
admi ni strator should be -- first of all, the

adm ni strator shoul d be independent. That is, it
shoul d have no incentive to inflate or deflate the
val ue of any program And | think part of the
problem we've had in the past is that there was
al ways such a -- there were always |arge econonic
i ncentives to proving a programworked or didn't

work, so | think the program adm ni strator, at
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| east, shoul d be independent of that.

And in addition to that, | think we need
a further, even stronger test. | think it would
be appropriate that the adninistrator should have
no incentive to pronote or interfere with the
profitability of any of the ESPs in the market.

kay. Those are all nmny ideas.

DEPUTY DI RECTOR MATTHEWS: You may want
to use the words instead of the acronyns, that ESP
is Energy Service Provider.

MR PARTI: Oh, okay. Any of the --

DEPUTY DI RECTOR MATTHEWS:  Not
everybody's famliar with all the -- all of our
terns.

MR PARTI: Yes. Any of the -- any of
the market retailers.

PRESI DI NG MEMBER LAURI E: Thank you, M.
Parti .

Any questions?

Thank you, sir, very much.

MR PARTI: Sure.

PRESI DI NG MEMBER LAURI E: Ed Vi ne?

Uni versity of California.
Are you here with M. Matteson? No? |Is

Gary Matteson here yet? He had subnmitted a card
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MR VINEE M nane is Ed Vine. I'm
representing the University of California on a few
i ssues. There nmay be other representatives of the
University of California who nmay appear later to
di scuss ot her issues.

PRESI DI NG MEMBER LAURIE:  And what is
the likelihood that your views are going to be
consi stent?

(Laughter.)

MR VINE: | think we'll have to find
out .

I do have sone specific issues | want to
address, and | do have sonething that | prepared,
but I'mgoing to anend and then submt |ater,
after ny presentation.

And the key issues deal with the
infrastructure that may evol ve over tinme, and they
deal with two issues related to energing
technol ogi es and to market transfornation

W' ve been participating in other foruns
with the California Public UWilities Conm ssion,
as well as the California Board for Energy
Efficiency, and trying to highlight the inportance
of what we call energing technologies. And in

this context, we define energing technologies to
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i ncl ude neasures that are not yet conmercialized
but are likely to be conmercialized and cost
effective to a significant proportion of end users
in the next five to seven years, or they're
conmerci al i zed, but currently have penetrated | ess
than five percent of the appropriate narket.

And this is based on work that has been
done recently in a study by the Anerican Counci
for an Energy Efficient Econony and the Davis
Energy Group, in a report entitled "Emergi ng
Ener gy Savi ng Technol ogi es and Practices for the
Buil ding Sector". This study was done for the
country as a whole, and not for California, so
i mediately | would suggest that in the near term
whenever -- however you define the near term the
Energy Commi ssion and others try to | ook at
energi ng technologies froma California
perspective. There's probably going to be a | ot
of overlap between what was done in this, in the
ACEEE study and the California study, but there
nm ght be sonme uni que technol ogi es and services for
California.

The University of California believes
the -- the Energy Conmi ssion should establish a

formal process for devel opi ng an integrated
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systemati c and strategic approach to energi ng
technol ogi es, particularly as they relate to
mar ket transformation prograns. W feel that the
Ener gy Commi ssion should initiate devel opnment of a
statewi de strategic plan for energing energy
efficiency technol ogi es that draws on the
resources of the interested stakehol ders,
including the California Public Wilities
Conmi ssion, the California Board for Energy
Efficiency, California utilities and the Energy
Conmi ssion.  Wthout such an approach, significant
| ost opportunities will occur, resulting in the
| oss of significant energy and cost savings to the
Cal i fornia ratepayers.

The Energy Conmi ssion should al so
utilize the resources of the University of
California's California Institute for Energy
Efficiency, CIEE, in developing a strategic plan
for emerging technologies. The CIEE is uniquely
situated to provide assistance, as its missionis
to plan and nmanage a statew de program of research
and technol ogy devel opnent ai med at advanci ng end
use energy efficiency and productivity in
California.

In nmy preparation, | go over the
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background of our concerns and recomendati ons.
think I won't go over that. | wll nention
briefly that at recent hearings where the
utilities presented their current work that was
going on, the follow ng concerns arose.

Nurmber one, the definition of enmerging
t echnol ogi es does vary fromone utility to
anot her.

Two, there is very little coordination
anong utilities in selecting and pronoting
emer gi ng technol ogies. There is no statew de
strategic vision for the selection and depl oynent
of energing technol ogi es and market transformation
progr amns.

Three, the utilities no |onger have
speci fic prograns on energing technol ogies. The
emer gi ng technol ogi es are scattered throughout
utility prograns in the residential, non-
residential, and new construction areas. Prior to
1999, sone utilities did have prograns
specifically targeted to energi ng technol ogi es.

Nunber four, utility projects on
emer gi ng technol ogi es are not fully coordi nated
wi th enmergi ng technol ogy projects funded by ot her

organi zations. For exanple, the U S. Departnment
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of Energy, the Gas Research Institute, the
El ectric Power Research Institute, the ClEE, and
CEC s PIER program

And nunber five, opportunities for
col l aboration anong utilities and ot her
stakehol ders in California, as well as outside
California, exist, but have not been exploited to
their full potential

W believe the absence of the mention of
Section 44, in parentheses, 3, in the public
noti ce on the workshop was i nadvertent, which
tal ks about emnerging technol ogies, and did not
reflect the CEC s intention to not address this
very inportant topic. Accordingly, we request
that the CEC redress the situation in the CEC s
transition plan by establishing a fornal process
for devel oping a systematic and strategi c approach
to emergi ng technol ogi es, which integrates the
Pl ER and market transformation prograns.

The rest of the presentation, the
prepared presentation, again, discusses the
i mportance of utilizing the resources of ClIEE
Since 1990, the CIEE, using funds provided by
California utilities at the direction of the CPUC

has denonstrated the ability to coordi nate and
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i mpl enent a st atew de program of research and
t echnol ogy devel oprment ai med at advanci ng end use
energy efficiency and productivity in California.

As part of R&D efforts, research have
col  aborated with the CIEE' s utility sponsors, and
the Energy Service Industry in fuel testing,
transferring and commercial i zi ng prom sing
technol ogi es. By devel opi ng a network of
researchers and potential users of energing
technol ogi es the Cl EE has been able to
successfully denonstrate its capacity and ability
to conduct research and devel opment on emergi ng
t echnol ogi es, and hel p bring these technol ogi es
into the market pl ace.

So we recommend that the CEC work with
the ClEE and use ClEE resources to develop a
statew de strategy and plan for pronoting energy
ef ficient emerging technol ogi es i n nmarket
transformation programs, and for utilizing the
results fromthese programs in the devel opnent of
RD&D on ener gi ng technol ogi es. The infornmation
resulting fromthese activities will be used to
i mprove the design and inplenentation of energy
efficient nmarket transformation prograns.

Now |'d like to focus on the second
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poi nt dealing with nmarket transformation. W
think this is one of the critical areas of
enphasis that the programs in the -- that get
transferred to the Energy Conmi ssion should devote
to. And when we tal k about market transformation
we' re tal king about the pronotion of energy
efficiency in the market. W' re |ooking at
t echnol ogi es and products both that are
conmercially avail abl e and those, as | just
nentioned, the emerging technologies. W're
interested in services for nmarket transformation
And al so, attitudes, values, and perhaps -- and
behavi or, and perhaps the ethic of energy
ef ficiency.

The primary mechani sms i ncl ude
i nformation and education, and creative financial
nmechani sns for financing energy efficiency. This
is leading to a paradigmshift from focusing on
energy consunption to the efficiency use of
resources through the market. Governnent does
have an inmportant role to play, as well as sone
other entities I'll mention shortly. But it is
inmportant to work with all the key narket players.

There are both policy and program

barriers that need to be addressed. |'mnot going
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to go -- present a list of those barriers. |

thi nk nost of the staff at the Energy Conm ssion
knows that. But that is one area that needs to be
addressed when dealing with nmarket transfornmation
prograns.

There al so, as nentioned by Mke Parti,
or -- yeah, | think it was Mchael, just recently,
feedback | oops. This is inmportant for |ooking at
i ndi vi dual -- looking at both energy efficiency
anong individuals, as well as prograns. This is
i mportant when you | ook at |everaging and what's
the best way to | everage your resources within a
market. And the use of feedback |oops is
critical

It's vital to have a good understandi ng
of the narkets, of theory of action, and what has
been missing until recently, | think, around the
country as well as in California, is an enphasis
on theory based program change. And this really
needs a focus and | ooking at what are the
assunptions when you're trying to propose sone
action. What are the hypotheses, and perhaps sone
hypot heses testing. This is critical for not only
nonitoring and eval uation, or measurenment and

eval uation, but also for program design.
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This could be done either at the
Conmi ssion, or a non-profit organization, as part
of the program devel opnent. |t may be another
option night be providing funds to one or nore
organi zations that focus on devel oping the theory
of market transfornmation.

| say that because there really is a
need for what we call interdisciplinary teans,
where you have people not just from one
di sci pline, such as engineering, or even
soci ol ogy, but you bring these peopl e together,
because it's a nulti-faceted probl em and
chal l enge. One possibility is the role of the
University of California at one of the canpuses.
It could be UC Davis, UC Berkeley, any one. But
we think there is a need for support at the
University level for providing resources for
trai ning and educating the people who will be
i nvol ved in market transformation. Again, both in
t he design inplenentation and t he eval uati on of
t hese prograns.

These people will focus not only on
i ndi vi dual behavi or of the key narket players, but
al so the social organizations, and soci al

structures and cultural context. That is
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i mportant when you | ook at market transformation

Again, CIEE can help play a role in
this, and collaborate either directly with the
CEC, or with the University organization, and
coordinate the efforts in narket transformation
particularly, again, as they relate both to
emer gi ng technol ogi es and research and devel opnent
opportunities.

Those are ny coments right now |'m --

PRESI DI NG MEMBER LAURI E:  Thank you, M.
Vine. Any questions for UC this norning?

M. Messenger, a quick question, please.

MR, MESSENGER: Can you just give us a
timeframe in terns of your recommendati on that a
strategi c plan be devel oped? Are you telling us
to do that post 2001, right away?

MR VINE: Good question. | overlooked
that. From my understanding, you're supposed to
cone up with a report by the end of the year, and
ny understanding is that the utilities will be --
continue to inplenent prograns for at |east two
nore years?

I think the strategic planning can occur
as soon as you conplete this -- the reports you're

wor ki ng on now, so January 1st of next year, |
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think. Unless there are some institutional or
I egal barriers to that, | think you can begin that
t he begi nni ng of next year.

MR, MESSENGER: Thank you.

PRESI DI NG MEMBER LAURI E: Thank you, M.
Vi ne.

M. Link. M. Don Link.

MR LINK: M nane is Don Link. | work
for an electrical contracting firm W are at the
pl ace where we're up against the road at the
energy conservation. And I'd like to thank you
for having us here to talk to you

My comrents, the witten conments are
fairly extensive, so | will not go over them
except in a general way. And | guess what |I'm
tal ki ng about here today is a qualitative issue
for the incentive prograns.

As | see it, incentives of sonme sort
wi Il probably be necessary in the future, and
taki ng up what M. Vine was just talking about,
there are particularly --

PRESI DI NG MEMBER LAURI E: One question.

MR LINK: Pardon ne?

PRESI DI NG MEMBER LAURIE: Do you

actual ly represent the organi zati on?
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MR LINK: This is California
Associ ation of Lighting Efficiency Professionals.

PRESI DI NG MEMBER LAURIE: And you are
there on that -- you are here on that
organi zation's behal f?

MR LINK: |I'mhere on behal f of that
organi zation. It's a trade group that represents
approximately 25 to 30 lighting conpanies
t hroughout California.

The incentive prograns are very
i mportant for the devel opment of new technol ogy.
We have seen this over the years fromthe early
ei ghties, as the technol ogi es have changed. And
what we would ask is that the California Energy
Conmi ssion, as it assunes responsibility for
crafting the new arrangenment, the new structure,
be very sensitive to the need for stability and
predictability in the incentive prograns.

Very recently there have been sone
drasti c changes nmade that have upset the industry
quite a bit, and the predictions are this year
that the noneys available for incentives will be
pretty -- in a major way, under-subscribed. Only
the direct rebate seens to be spending the funds

avai |l able. The snall, standard perfornance
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contracting programis pretty nuch a bust for al
three utilities, at about a 30 percent |evel, and
-- level of subscription predicted by the end of
the year. It's much, nuch lower right now, it's
nore in the range of five or six percent.

And I'd ask also that the California
Ener gy Commi ssion be very careful about
i nclusiveness. That all ratepayer types be
eligible for prograns, and that all classes of
trade allies be involved in the process of
crafting these prograns. There's a real need for
sensitivity and respect for precedents in the
energy efficiency field. The prograns have been
pretty effective to this point. California has
been the leader in the nation, and is the envy of
much of the nation and the world in what it's
acconplished, but it is a fragile industry that
the marketing can be very easily upset.

And | would ask that the California
Energy Commi ssion take the positions first
directed, and that is first of all to do no harm
And if you nove in and change things drastically,
upset the stability of the industry, and make
changes w thout announcenment so that people can

plan for them and actually put themon the
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cal endar, what happens is the industry goes to a
standstill.

And in the lighting industry, there is a
ot of truth to that situation right now The
Iighting has not been doing what it was doing six
nonths or a year ago. And we can lay this to the
changes that have been put into the incentive
program particularly the attenpt in market
transformation to force standard performance
contracting down the industry's throat. It works
for one part of the industry, particularly ESCOCs,
whi ch have used that as a narketing and a sal es
and inplementation tool for a nunmber of years, but
it does not work in the sinpler programs. A
lighting programthat can be conpleted in two
nont hs shoul dn't take a year or two years to
finish the bureaucratic paperwork and the paynent
of the incentive.

A good exanple to this sensitivity to
the past, which is what |I'masking you to do, is
in the 1980's, P&E territory had a customrebate
whi ch was based on KWH saved, which is basically
what the standard perfornance programis doi ng.

It was effective, it was flexible, it was very

easy to administer, and it was cheap. It was very
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cost effective. That was discontinued. The
standard performance contract which has been put
in place to replace it and to change the way that
the market does its business, by contrast is
conplicated, rigid, cunbersone, costly, and it's
being arrested -- excuse nme, resisted by both
trade allies and custoners alike. That's going on
right now It's why the -- these progranms are
under - subscri bed.

So basically, in closing, | would ask
that we learn fromthe past and be cautious about
discarding its better |essons as we | ook at the
incentive prograns in the future, and that we
craft these progranms keeping the best of what was
working in the past, and that they be market
driven and administered not in a top down fashion
but in response to the narketplace and the trade
allies who are out there actually doing it. That,
today's market transformation, | think, is
attenpting to do it the other way, top down.

And our organization did not exist eight
nont hs ago. Wen this incentive program was
announced, very much as a surprise to people,
insiders in the industry who work with the

utilities alike, this organization sprang up |like
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a-- 1 was going to say a week, but | think I'IlI
say a flower in the forest.

(Laughter.)

MR LINK: And we're going to be there.
We're going to be around. M. Messenger can
certainly attest toit. 1've seen him And on
that level, | think it's very inportant that the
CEC be very inmportant in nmonitoring what's going
on with the CBEE right now. There are sone
i mportant mistakes. There are probably going to
be some good things that cone out of the program
as well. But I think it's very inmportant to | ook
at the nistakes, because if they're repeated in
the future, I'msaying that | think you can kil
parts of the industry that have been delivering
nost of the KWH savings that you've been -- that
you're here, really, to talk about.

Thank you.

PRESI DI NG MEMBER LAURI E:  Thank you, M.
Li nk.

M. WIson.

MR WLSON: M. Link, how | ong have
t hese rebate prograns existed?

MR, LINK: The rebate prograns | believe

started in 1982 or '83, which puts them back 16,

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

54
18 years ago

MR WLSON:. One of the goals of narket
transformation is to transform markets so that
rebates aren't needed. How do you see narket
transformation working in the future so that the
rebates m ght not be needed, or the kinds of
probl enms you're tal ki ng about ?

MR LINK: Addressing that, | think if
you're going to foster new technol ogi es, you're
probably going to have to keep sone sort of
i ncentives around, some sort of subsidies,
basically. | like the word subsidy better than
i ncentive or rebate, or any of those things.
That's really what it is.

The subsidy allows, and it's in the
literature that | gave you, the subsidy allows the
-- the new technology to get a start. It gets
acceptance and recognition in the marketpl ace.
The econoni es of scale come in, conpetition
devel ops, and prices go dowmn. And if you need
exanpl es of that, occupancy sensors are a good
one. Electronic ballast TA | anps, another very
good one. The electronic ballast that was $30 or
$40 when it cane out can be purchased now for

about 12 bucks. And it's a universal application
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Wel |, that happened with subsidies early
on, and now we're down to a |evel of about 15
percent of project cost, is what rebates are
payi ng. The standard performance contracting
programis at about twice that. |It's an expensive
way to do it. And, as | say, it's being resisted
by my part of the -- of the energy efficiency
i ndustry.

Beyond that, if subsidies are going to
di sappear, | think it's very inportant that it
happen in an announced, schedul ed way, so that the
i ndustry -- not the academ ci ans, not the guys
sitting here playing with the narket and sayi ng
let's do this and see what happens over here --
| et the marketplace respond to it. |If you
announce that in 2003 there are no nore rebates,
and you had a schedul ed reduction of those to
zero, the marketplace would respond. And the
wor st response mght be that it would go away,
whi ch woul d be awful, but you'd have a chance to
watch that as you did it.

The best thing that could happen is
you'd get creative people thinking, and self-
interest propelling themto figure out a way to

wor k the market.
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But | amsaying don't do it fromtop
down. You're trying that now, it's not working.
That's why |I'mhere. | should be on a jobsite.
When | leave here I'lIl be going to a schoo
district that we're conpleting now.

An exanple, a year ago we did the San
Jose Unified School District. It took a year to
do the whole district. It would' ve taken over a
year and a half to do it and be conpleted with it
under standard performance contracting. That
doesn't nmake sense. And they didn't want it. An
ESCO did the job, and didn't use the SPC program
because the rebate nmade better sense.

You' ve got to open this up so that the
pl ayers out there can say | want to use this
net hod, not that method. |If you're getting the
KWH savi ngs, do you care whether they do it under
the red banner or the blue banner? And that --
that's what |'msaying, and | don't think nmarket
transformation, the way it is being inposed on the
mar ket pl ace, is going to be successful

And, again, that's why |'m spending ny
tinme. There've been nmany hundreds of hours spent
by people in our organization addressi ng bodies

that are dealing with these issues. W feel about
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it passionately. Mst of us, as |'ve nentioned
before and it sounds a little self-serving, are
sort of good boy scouts. W're in the industry
not just to make nmoney, but because we enjoy doing
what we're doing, and the benefit it does for
soci ety, for the planet, for the ecology, for the
environnent. And | suspect nobst of you people
al so share those kind of attitudes.

But it's -- it's areal thing in the
i ndustry, so there's nore passion, | think, than
just the nmoney issue would bring intoit. And
we're just saying don't kill our industry by
fiddling with the market, particularly if you
don't understand the details.

MR, WLSON: Excuse ny ignorance of your
-- your association, your conpanies. But do you
consi der your -- do your nenbers consider
t hemsel ves ESCGCs?

MR, LI NK:  No.

MR WLSON. O are they just
contractors?

MR LINK: ESCCs are -- Johnson Controls
is a good exanple of an ESCO  Honeywel |, Landis
Si emens, they're very |large conpanies. They often

provi de extensive conprehensive retrofits. Rick
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Sperberg is here, and I"'msure he will speak to
what they do. They will go in and they will do
HVAC. They'll do boilers. They will do lighting
usually to pay for it.

San Jose Unified School District
replaced its -- its swinming pools and its
heaters, and its air conditioning equi prent, by
the lighting savings. And it's what nade the
thing work. The savings in this case anmounted to
close to 60 percent of the energy being used.

None of these other neasures have that kind of
payback from savings, and they usually have very,
very | ong paybacks, 10, 15 years. So the stuff is
bundl ed, and the standard performance contracting
progranms work particularly well at that |evel
where you're bringing in infrastructure, major
infrastructure replacenents along with the

qui cker, easier types of retrofits that gather

| ots of KWHs quickly.

Li ghting does it. Lighting -- lighting
has done it. |It's the quick and easy way to get a
I ot of savings. And for that reason, | think that

the ESCO i ssue is not whether we're ESCCs. W
don't want to be forced to act |ike ESCOs, because

it is not in our interest and it's not in the
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interest of energy saving. At the same tine, I'm
wor ki ng for an ESCO right now on the schoo
district, and that will go on

But | do have other customers that |
can't deal with, and who -- we've actually had
several that decided not to do the projects at al
since this change. Well, that's just -- that's
di scouragi ng when you set up a relationship with a
custonmer, and you're trying to foster that and
nove on to the future

As it is now, a large custonmer, over 500
KW cannot do anything under the rebate program
So if they're going to renodel part of their --
their facility, which happens constantly in
hospital s and office buildings, they're out of
luck. They're not going to use the SPC program
for it. It's far too expensive and troubl esone.
So many tinmes they just put it on the back burner
and don't do it.

That's probably nore than you want ed.

PRESI DI NG MEMBER LAURI E:  Conmi ssi oner
Pernel | .

COW SSI ONER PERNELL: M. Link, your
association, is it strictly commercial? Do you do

residential lighting retrofits, as well?
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MR LINK: | think that it would be safe
to say that maybe one percent of it would be
residential. It's not a part of the industry that
i ghting conpani es seek, because of the scale.
It's difficult to send a truck out to put in one
or two fixtures ina-- in a residential setting.
At one point, multiple residential condom ni um
conpl exes, apartnment houses, hotels, things of
that kind, were a target. But | think nost of
t hem have done the work at this point, and if it's
a Mom and Pop on Elm Street, lighting conpanies
generally do not work with them And the products
are available in the Honme Depots and the various
-- and the Orchard Supply Hardware stores, so they
can put them up thensel ves.

COW SSI ONER PERNELL: \What about a new
subdi vision coning in with 150 hones? Have you
| ooked at that as a -- a way to engage the market?

MR LINK: | think all of the conpanies
have done projects on that scale. But there
aren't very many new subdivisions with 150 houses,
and many of them are already nmandated to have the
kind of lighting we would be putting in anyway.
Title 24 has cone a long ways to forcing themto

do the smart thing. W're also finding that a | ot
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of the lighting designers and el ectrical engineers
are including these in their specifications now

So we're not seeing as much dunb stuff being put

up now.
COW SSI ONER PERNELL: Thank you
M5. TEN HOPE: Commi ssi oner ?
PRESI DI NG MEMBER LAURI E: Go ahead.
M5. TEN HOPE: You've tal ked about
rebate prograns as -- as being an option that you

prefer. Are there other types of prograns that
support the efforts that -- that you're doing,
educational prograns or other types of prograns?

MR LINK: Yes.

MS. TEN HOPE: And what --

MR LINK: In -- in our literature there
-- we nmention there that the educational job that
has been done by the utilities during the eighties
and nineties is largely responsible for where we
are now, and the successes we've had. Energy
conservation is not a hobgoblin to nost people in
society. They've heard of it, they understand
that it probably does work. And | think the
utilities have come a | ong way.

It seems that in the [ast few years the

utilities have been nmade the whippi ng boys of the
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situation of this market transfornmation thing, and
I"'mnot sure that it's entirely fair, given how
far they've brought us along the way. | don't
know if it canme kicking and scream ng. That --

t hat happened on the other side of the fence. But
we worked with them and to their credit they've
actual ly consulted us about rebates.

And surprising to you, you mght be
surprised to | earn, we have recomended t hat
rebates cone down for certain itens as they becone
| ess expensive. And | have several colleagues who
work directly with utility adninistrators crafting
the incentive, so that -- it used to be 30 or 40
percent, and it was a lot easier to sell at that
time. Nowit's down to about 15 percent, it's
pretty squeaky. And if it gets a lot |ower than
that, it's not going to be a consideration. That
is not going to -- that's not going to propel a
potential custoner to nove ahead with the program

So the direct rebate programs are sinple
and qui ck, and very easy to adm nister, and
they're very cheap for the utilities to
admi ni ster. Standard performance contracti ng,
just the study of SPC recently cost $200 to a

t housand dollars that the CBEE spent to get a
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fixed study that said it wasn't working. And then
the CBEE ignored it and said well, what can we do
to make this thing work better, how can we go
further down the road with this.

So it's -- it's an expensive program
that has its place, but |I don't think it should be
dominant for the entire industry. Certainly not
for our part of it. W would use it where it's
appropriate. And we do pair up with mechanica
contractors and mechani cal conpanies to do HVAC
projects along with the lighting. That's
sonething that -- that partnering does go on

M5. TEN HOPE: Thank you

PRESI DI NG MEMBER LAURIE: Is that it?

Thank you, sir.

MR LINK: Thank you.

PRESI DI NG MEMBER LAURIE: W /I iam
Nel son

MR, NELSON: Good norni ng,

Conmi ssioners, staff. M nane is WIIl Nelson. |
represent Residential Energy Efficiency Cearing
House. | want to thank you for this workshop type
of opportunity for people to cone in and talk to
you about your -- your task before you, the

transition report.
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On the headline question of should these
progranms exist, should funding go forward, | would
conment that after a century of stupendous
i ndustrial and technol ogi cal growth, which has had
i mpacts on the environment that we have yet to
even scope, | think there is no question but that
the public spirit needs to nake a conmitnent for
at least a generation, for the foreseeable future,
to funding and investing the types of efforts that
we see with the energy efficiency program

The level is currently approximately 1.7
percent of the electric rate conponent which
conpares disfavorably with up to ten percent in
other countries. |'mnot suggesting that it
shoul d be increased at this tine, because
believe that there are co-investnment and market
based nmechani sms that can effectively increase
that investnent, and | would want to see any
future prograns proven out and devel oped before we
i ncreased the levels. Although, as |I step through
the outline that | presented to you, you'l
probably see at least a billion dollar program
annual , as opposed to a quarter billion dollar
program approximately, where it is.

This outline is -- I'd like to speak to
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you about some di nensions in thinking about your
transition report. Sone of the recomendati ons
are specific. Some of themare basically food for
t hought, as -- as you look at this program and
| ook at your other responsibilities.

First of all, you have a job before you
to create and reconmend and transfer an
admi ni strative franmework, one that has been quite
contested for a nunber of years. You have a good
body of testinobny and experience and background, |
t hi nk, which -- which helps formup many of the
guestions, but | would say to you, for your report
to really focus on the administrative franmework
questions and focus on financing mechani sms, and
just what the nmechanisms will be for where that
noney goes. And |I'Il get that -- to that in a
nonent, in saying that the custonmer should be a
much nore direct part of that equation. W stil
haven't even achieved that. And customer choice
was i ntended to be one of the keystones of
electric restructuring.

I am not downpl ayi nhg program subst ance
by any stretch, or programdesign. But | suggest
to you your job is so big that you need to focus

on administrative -- | believe that many of the

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

66
program questions will follow if you keep your eye
on the administrative ball

My second point in the recommendati ons
is that you should institutionalize and nmake
reconmendations for how the Utilities Conm ssion
role is institutionalized. |1'Ill give just one
exanpl e. What should be the Uilities Conm ssion
rate conponent review process. Should it occur
annual |y, should it occur biannually, should it
occur in joint session, should there be -- should
it be funded. Should their energy division be
funded on an ongoi ng basis to be researching that.

And let us not forget that the Utilities
Commi ssion will remain the powers body on
guestions over neters, the bill, the billing
platform and that that conmi ssion has the powers
toinitiate orders. | believe that you will --
that the public sphere will need those powers in
order to acconplish certain ends.

The third point of the outline is | --
in my years of thinking about this, and thinking
about electric restructuring, |'ve conme to a
conclusion that for the tinme being, as we | ook
forward, how we assenbl e progranms, how custoners

nmake deci sions, how the details get worked out, |
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beli eve we should consider that the utility
di stribution conpany will be the primary billing
conpany, and that they will be the basic
verification agent in that respect.

Now, when | speak of verification, I'm
tal ki ng about a very rudi mentary one, that an
account exists, a service delivery point exists,
and a given |evel of energy usage m ght exist.
I'mnot tal king about a performance verification

I think that will unconplicate a |ot of
things. That's the position that we've reached,
because we would like to see the public sphere go
forward in pronoting point four here, customer
based and custoner choi ce decisions. And we
bel i eve a voucher program wth all of its
details, is feasible for |arge energy users, for
the institutional sector, for the government
sector, that can aggregate |arge nunbers of
accounts and cone up with a fairly substanti al
chunk of noney that they can regard as their own
noney. | won't go into the details of calculating
such a voucher, but this is where | cone back to
the UDC bei ng the basic account verification
agent .

On the reverse of this outline, you'l
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see in ternms of the objectives, rough tinefranes
and a rough sequence of priorities. And I'm
suggesting that year 2001 can be the base
reference year for the energy usage |evels upon
whi ch a custoner would obtain its voucher

Moving on to point five of the outline,
and just to point out, nunber five, nunber seven
and nunmber twelve are the overly anbitious
reconmendations to this body, and really push the
envel ope, | woul d expect, of what -- what you see
your mission on this report. But | want to speak
to them because |I believe they're very inportant.

Again, in thinking through this over the
years, because you're about to invent a wheel, |
propose to you that you incorporate the planning
for distributed power and cogenerated power
generation. It should be integrated. To what
degree, | don't know. But | do not think it

should be left out of the adm nistrative

franmework. That's a big bite to chunk off. It
m ght be a non sequitur. | believe it's
essenti al

Unfortunately, cogeneration has been
left out of the energy efficiency definition at --

through the Public Wilities Comm ssion rul emaking
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and definitions. And that's a theol ogy that |
won't argue here, other than to say we didn't
support that definition. W believe that
cogeneration is part of the energy efficiency
equation. W believe it's integral to the future
of planning distributed power.

On point six, we believe that the
information -- rather than thinking of your agency
as a market actor, which | -- | don't expect you
do, we do support a strong information -- [|'1]
call it an information authority, even. Here
again, wthout going into the details, which many
of you are fanmiliar with, whatever information you
deci de you need to administer this program
what ever information you deci de that you need
statutory power, or a statutory powers partnership
with the PUC, it's incunbent upon you to define
t hose and spell those out. Because in nore --
nore cases than not, you will not get the
i nformation you want unl ess you have those
statutory powers.

Poi nt seven, you may not consider this a
central mission of your agency. G ven where
California is, on the edge of tectonic plates,

given its history, given our viewuoint that the

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

70
state is still behind where it should be on site
assessment and site disclosure, given that we
support strong funding for the data acquisition
and site assessnent role for energy efficiency on
sites, we believe that that data acquisition and
site assessnent shoul d be synergized at sone |eve
with seisnic hazard assessnent.

' mnot saying this agency should
undertake the task of the California Earthquake
Authority. |'m saying in whatever conmmon buil ding
archives and data archives are being devel oped
t hrough public agencies, duplication be avoi ded,
synergi es be sought, and that we nove forward as
-- as quickly as possible to nore accurate and
better seismc assessment bases.

As nany of you are probably well aware,
the utilities thenselves have a significant
t echni cal and engi neering effort ongoing for their
own systemwi th seismcs. Not that they have
direct responsibility on the buildings, but that's
just a footnote on this.

Poi nt eight, we believe the tinme has
cone for the Energy Conmission to plan for a
financing authority. W believe you should take a

ook at that, and that should be a part of your
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transition report in describing how the state and
its customers can take advantage of the tax
advant ages, and the capital flows that could be
nmade avail abl e through such a financing authority
connected with energy efficiency prograns. This
woul d be especially useful for the early adopters
of the large energy users and a voucher program
as well as institutional and governnent users.

W& woul d suggest that this financing
authority be answerable, and be under the powers
of the Energy Commi ssion, but that it should be
relatively seni-autononous. W support a
prof essional qualified directorship for such an
authority that woul d be appointed by the
Conmi ssion. W do not support the appointnent of
the directors of such a body by either |egislative
| eaders or even the Governor. Al though we would
not rule out the possibility of having the
Gover nor appoint the chair of such a body, we
woul d prefer that that body select its own chair.

Point nine, with respect to a transition
period and the transition details, we believe that
you should look to the Wilities Conmi ssion and
ook to the current administrators for a very

detail ed and conprehensive report as -- as to what
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they think should be done in the transition. The
transition period should be one year, one year
only. W have actually been in transition since
1994.

The termof art transition has been --
has been part of the discussion of restructuring
since 1994. W strongly suggest to you that with
the closure of the AB 1890 period, that we enter a
new period and quit calling it transition. So we
recogni ze the -- that there is the reality of a
transition; that transition should be occurring in
one year, 2001.

Point ten, with respect to the role of a
public benefit corporation. W think you should
seriously -- akin to the finance authority
di rectorship, using the same nethodol ogi es, we
think there's a potential role for such a
corporation. W do not think that such a
corporation shoul d be tasked with being program
adm nistrator. For one thing, that will guarantee
another two to four years of delay of effective
i mpl ementation, in ny own opinion.

However, there has been so nuch interest
and so nuch talk, and |I believe there is a role

for another body to play in this. And | will just
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suggest several. Here again, this is dinensiona
t hi nki ng as opposed to specific shoul ds.

We night consider the role of such a
corporation to -- to be the vehicle for the
devel opnent of public/private partnerships.

Al t hough |I' m nervous about that, because that will
potentially introduce a |Iot of conflict
situations, nonetheless | think it should be

| ooked at.

Another role for it could be as a
catalyst and a facilitator for the devel opnent of
comunity and regi onal energy authorities.

A third role which we believe is not
bei ng addressed well at all under the current
reginme would be a role of software trustee. The
role of software and uniformsoftware platforns is
going to be very central to the devel opnent of
energy efficiency services. It may be that such a
corporation could serve a trustee role for -- for
such software. Right nowit's catch as catch can
and that's not workable. That is not going to
give us the uniformlow cost transaction platforns
that are needed for this.

A fourth potential role would be that of

a wat chdog or an advocate of sorts. The PUC has
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an office of ratepayer advocates that perforns
that role. That role could possibly be | ooked to.

Again, we think you should discuss it.
We think you should reconmend it. But we think
you should limt it and define it as to what it
is. And at this point, we are not supportive of
it becoming a program adninistrator. W do not
think it could -- it could ranmp up the capacity,
nor assune the powers that are needed to coll ect
the information fromthe billing platformthat is
needed, and connect it together with the types of
voucher prograns that are necessary. W also
believe that the -- that the Energy Conm ssion
itself has such a strong history, and has such a
strong network and such a basis of comunication
to the interested parties, the affected parties
and the custoners, that it is -- it is the party
that is best suited at this point to performthat
role.

The 11t h point, which could be another
al | -day session, we think you should tal k about
and describe what the potential roles for
conmunity energy authorities are. W tend to
favor nore of a regional energy authority concept,

either at a county |level or sone other conpact,
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conti guous geographic entity.

In the case of the larger jurisdictions
li ke San Di ego, San Jose, San Franci sco,
Sacranmento, that's a different question. They
kind of take on their -- their own stature and
role.

And the 12th, | would just like to
identify the term This is a two-day working
session. It's the concept of a public energy
managenment franchi se operator. Put the franchise
in quotes, because that is a legal termof art in
utility regulation. But we would -- we would |ike
you to think about, if you are going to go out and
contract under a public contract these kind of
macr o-admi ni strators. There's been talk of, you
know, macro-adninistrators for a residential
sphere, for a non-residential sphere, for a new
construction sphere.

| strongly urge you to |look at the
concept of a geographically based, what we'll cal
a transition franchise, but effectively it's a
franchise, but it's not conpletely exclusive, and
["11 just make one point on that before | close.
But effectively what they would do is they would

supervise the providers. They would be the
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admi ni strators that have been tal ked about for the
| ast three or four years. They would step in and
performthat role. And on the back of this page,
|'ve described an expansion -- expanded |ist of
what their potential roles can be. They would be
a supervisor, they would run the infornmation
system they would have the engi neering capacity
that we think needs to be there, but we're not
proposi ng that the Energy Conmi ssion itself, you
know, double or triple or quadruple its size in
order to undertake the future of distributed
energy generation.

They woul d not performinstallations.
They coul d perform engi neering. They would fall
into a gray area. There's been this question of
what's an adnministrator and what's an inplenmenter.
| woul d suggest to you they would be in a gray
area where they would be perfornming i nformation
functions. | would suggest that up to -- there
nm ght be in the nei ghborhood of 15, 18 of these
PEMFGCs, geographically awarded within the state.
They woul d work on comon software platforns.
They woul d work under a public contract. They
woul d work under extended contracts. Five years

shoul d be -- should be the standard. They mi ght
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start out with a three plus two, a review done
after three years in the first period, with pretty
nmuch it expected that they would conplete the five
year period unless there was terrible failures.
You woul d have a conpetitive basis for conparing
oper at or s.

So, again, in closing, the PEM-Gs woul d
not do installations. W do not believe that the
utility distribution conpanies are best suited to
be the PEMFOs. W believe the conflicts for them
to be decision making, distributed power
generation, is even greater than the conflicts
that they currently have over inplementing energy
efficiency. W would even suggest that their
affiliates within this state should not be the
PEMFCs.

But to add sone spice and sone
ef fecti veness to how these PEMFGs woul d oper at e,
et me give you one exanple of how the franchise
would be limted in nature.

PRESI DI NG MEMBER LAURIE: And then if
you coul d summari ze your conments, M. Nelson. W
want to make sure that --

MR, NELSON: Certainly. I'mat --

PRESI DI NG MEMBER LAURIE: -- we get --
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MR. NELSON: -- the end.

The franchise would be limted in this

nature, in one respect, as an exanple. Say there

were customers with nultiple sites throughout the

state. And they have -- they have plans for doing

energy efficiency, they're applying for vouchers,

they're applying for loans, incentives, and such

But they have sites spread out in nore than one

PEMFO territory. That type of custoner would have

a choi ce of choosing their PEMFO. They could

choose -- they coul d choose one

territories.

in any nunber of

So that would add a conpetitive edge to

the PEMFGs, in terms of who they worked with, as

far as their custoner base, and

to -- to no smal

extent their -- their paynents would be based --

woul d be activity based in that

respect .

Thank you very much for this tinme.

PRESI DI NG MEMBER LAURI E:  Thank you, M.

Nel son
Any questions?

Thank you, sir.

M. Liebernman, City of San Jose.

And we will break at

one hour break.
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MR, LIEBERVMAN. | am Dan Liebernan. |'m
with the City of San Jose. | did make sone
witten coments, but we're expecting that a city
council menber or a few may be able to sign on,
and so | think we'll refrain fromsubnitting them
until that's been deternined.

| agree with a lot of the points that
have been nmade to date, and the interests of the
| ocal governnent in seeing the continuation of
energy efficiency programs is -- the economics in
devel opi ng a energy efficiency narket in San Jose
keeps dollars in the local community. It inproves
t he environment, which has been stressed severa
tinmes. It increases confort to residents and to
ot her buil di ng occupi ers, people who work in a
built environment, and it makes | ocal businesses
nore conpetitive

There's been a |l ot of discussion so far
about market transformation, and | just want to
take a quick step back and | ook at the goals that
were set out in establishing these energy
efficiency prograns. And when | |ook at, for
exanpl e, the mission of the CBEE, or PUC, the
goal s that they have in these energy prograns,

we're | ooking at the transformati on of the market
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to create a mature market for energy efficiency,
and also to create a self-sustaining market.

And | don't think that either of these
goal s have been net, particularly in the
residential and small business markets. |'lIl let
t he NAESCO, or whoever, talk about the |arger
markets, but | think on the -- those two
mar ket pl aces have not -- we haven't reached those
goals, and | don't expect themto be reached
during the tinme period that's established for the
current energy efficiency program

So we do support the continuation of
these prograns. And this was -- | think these --
the statenent is docunmented well by the CBEE study
about residential attitudes towards energy
ef ficiency, where there's a | ot of support when
peopl e are educated about energy efficiency, but
there just sinply hasn't been enough public
educati on.

The role that we see for the city is one
that can help transformthis narket, and bring
nore custoner education. And to go back to the
guestion that was asked of Lisa Wod from San
Di ego, during her presentation, the City of San

Jose has been selected by P&E to start an
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i nnovative pilot programwhich | think
denonstrates sone of the abilities that |oca
governnments have in bringing about this needed
mar ket transformation.

W have been selected to do a market
anal ysis and see who has been participating in
t hese energy efficiency progranms. W is this
under-served market, is this a denographic, is
there a denographic profile that can describe this
market, is there a particular housing stock of
peopl e who participate or who don't participate.
These are the types of questions that a | ot of
peopl e are aski ng, which have not been answered.
So we'll first -- the first step is to do that
type of a market anal ysis.

The second is to look into the types of
services that a city or other local jurisdiction
can provide in tapping into these under-served
markets. You know, the City of San Jose, for
exanpl e, we have a citywide billing system
That's a citywi de type of marketing. W can | ook
into nore targeted types of relationships that we
have, for exanple, wi th neighborhood associ ati ons,
with the chanbers of comerce, with ethnic

chambers of conmmerce, with the [ocal architects
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associ ati on, builders' association, building
managers' associations. Those are the types of
ties that local jurisdictions have, and we can tap
into those ties to develop the local market for
smal | businesses and residential nmarkets in
particul ar.

As for other roles of |ocal governnent
in terms of codes and standards, that's another
pl ace where | ocal governnments can fit in. And
we' ve been quite eager to respond to an RFP for
the |l ocal government initiatives program which
was established by the CBEE and by the interim
admi nistrators. W' ve been waiting for that RFP
W were very excited when code standards and | oca
government initiatives was sel ected as one of 14
core program areas statew de, but we've yet to see
the RFP. And so | think that's an opportunity
that's being lost right now that coul d be gai ned
if these prograns are continued in the future.

On the issue of oversight, the city's
perspective for oversight is one is a major
utility custoner. Second, we've been
participating in the technical advisory comittee
and have been sort of following this closely. And

thirdly, as an advocate for our residents and
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busi nesses within the City of San Jose, San Jose
constituents pay $20 mllion annually into the
Publ i c Goods Charge Fund, and the City of San Jose
as an institution is very interested in maxim zing
the benefit fromthis 20 nmillion that we're paying
in on behalf of ourselves, as a nunicipa
governnent, and also for the residents and
busi nesses.

And so we do support the continuation
and the structure that's been proposed, for
exanple, in SB 110, but with a few caveats which
"1l Iist quickly, and then these will also be
i ncluded in our conments when they're subnmitted in
writing.

W want to see institutionalized |oca
governnent representati on on any steering
conmittees that conme out of this. W were able to
finally garner a seat on the TAC, but that was
after much of the process had gone by. But we
very much appreci ated and took advantage of the
opportunity to provide whatever input we could
during the devel opnent of these prograns.

W want to be sure that there's adequate
staff resources fromthe CEC, or from whoever is

adm ni stering these prograns, to support project
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administration so there aren't any sl owdowns.

W want to see a denonstration of
conmitment to the | ocal governnent role, as | and
the other local governnment representatives have
put out today, in ternms of the services that we
can provi de.

W want to see a denonstration of
dedi cation to extendi ng Public Goods Charge Funds
beyond 2002. And we'd like to see -- and this is,
of course, a, you know, if the world was a perfect
pl ace -- a balance of fairness with an allocation
of time for meaningful input. For exanple, the
coment period times are often very short, which
makes it very difficult for a public institution
to provi de comment because there's a certain
channel of bureaucracy, as you all know, that we
have to run through. On the other hand, you don't
want to have it too |ong, because then it del ays
the process. But that's the type of bal ance that
we're | ooking for.

As for coordination and synergy of
energy prograns, we're very interested in the
opportunity that the CEC will provide in bringing
t oget her energy efficiency and renewabl e energy

prograns. That's the type of programthat the
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city, as a customer, is quite interested in. The
purchase of renewable energy fromthe grid, the
purchase of renewabl e technol ogy, and the
opportunity to finance that through energy
efficiency, we're very interested in the types of
progranms where that would be allowed, and al so --
or would be fostered. And also, prograns
sponsored, the energy efficiency statew de
prograns that mght incorporate other types of
envi ronnental efficiencies, such as waste
reduction, water efficiency, bringing in other
types of efficiency in with energy efficiency.

Moving on to the | ocal, regional and
state issue. Mst of the prograns right now do
not take a | ocal approach, or -- or target
particul ar | ocal needs for energy efficiency.
Each locality has different types of climates.
San Jose has a particular climte where certain
types of neasures are -- have a shorter payback
and sone are irrelevant. And local jurisdictions
have a particular eye on |ocal needs and how the
noney can best be spent.

Each | ocal government is going to have
its own priorities, and the City of San Jose

think has a much different set of priorities and
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capabilities than sone of the other |oca
gover nnent s.

W see ourselves as being a regiona
force. W don't see the need, as M ke Messenger
I think, had asked earlier, about a type of system
where the noney woul d either conme regionally or
statewide. W don't see the need in San Jose for
it to come regionally. That seens to us |ike an
additional layer of bureaucracy. But that night
wor k somewhere el se so, you know, | wouldn't rule
it out. But in our case, you know, we don't see
the need for it to cone through anyone regionally,
because a |l ot of our operations are already
regional. W do recycled water for the whole
South Bay. Qur ultra lowflow toilet programis
-- goes beyond our city linmts, and several of our
other initiatives do not fall strictly within the
city linmts, so -- even though we're operating
t hem

So in sum we'd like to see the
continuation of the work in progress. W have
this initiative with PGE which we would like to
see continued. And we're willing to help in the
devel opnent of any criteria. A lot of discussion

has di scussed the bang per dollar, the kil owatt
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hour savings per dollar as one criteria for
eval uating energy efficiency prograns. W think
alternative criteria should be brought in, such as
neeting certain sustainability criteria, the
i ndi cators of sustainability may be criteria that
i nvol ve targeting untapped market pl aces such as
residential, or certain housing stock. | don't
know, nobile hones, or nulti-fanily. First the
mar ket anal ysis woul d need to be done to see who
the target would be. But, you know, certainly
alternative criteria to a sinple dollar per
kil owatt hour saved coul d be devel oped, at |east
for sone prograns.

And that's the bulk of nmy coments. 1'd
be happy to answer any questi ons.

PRESI DI NG MEMBER LAURI E: Thank you.

Questions for M. Liebernan?

Thank you, sir, very much.

MR LI EBERVAN:  Thank you.

PRESI DI NG MEMBER LAURI E: Ladi es and
gentlenen, at this point we will break until 13:00
hours. And we'll see you back in a few minutes.

(Thereupon, the luncheon recess was

t aken.)
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AFTERNOON SESSI ON

PRESI DI NG MEMBER LAURIE: Is M.
Schiller in the audience, please? He is.

Good afternoon, M. Schiller

MR SCHI LLER: Good afternoon. Thank
you for the opportunity to be here. | can discuss
the lunch nenu, or -- now, is it better to be the
| ast person before lunch or the first person after
I unch, is ny question

PRESI DI NG MEMBER LAURIE: It's better to
be the | ast person before | unch.

(Laughter.)

MR SCHI LLER: There isn't a golf
tournanent that starts in five mnutes, is there?

PRESI DI NG MEMBER LAURI E: No, but
think there are sonme | egislative hearing that do.

MR SCHI LLER: Good afternoon, then

PRESI DI NG MEMBER LAURI E:  Good
af t ernoon.

MR SCHI LLER: M nane is Steve
Schiller, and I'mthe president of Schiller
Associates. W're a consulting firmw th our
primary office in Cakland, and we have offices in
southern California and Col orado. W provide

consulting services to local, state, federa
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governments, private agencies, private conpanies,
utilities, and other groups.

Wth respect to the PGC prograns, the
Publ i c Good Charge prograns, we're independent
admini strator in Wsconsin, and we're consultants
to i ndependent administrators in New York, out
here in California, Colorado, Texas, and soon
Or egon.

In Texas, |'mon a task force devel opi ng
the energy efficiency rule, to inplenment the
energy efficiency portion of their new
deregul ation bill, and in California, as we were
di scussing at lunch, | have the wonderful title of
Vice Chair of the Technical Advisory Committee to
the CBEE, which neans is | get a nice title but |
really don't have to do a lot.

And lastly, just as a point of
i nformation, we were a unsuccessful bidder, as
everyone was, on the RFP process for independent
admini stration | ast year.

| want to speak to a couple points.
First, fromyour list, the need to continue
funding. | suspect, as everyone who's here in the
room we believe that there's a need for the state

to continue funding based on the econonic
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environnental benefits of energy efficiency.

One point | want to nake that m ght be a
little different than sone of the others is that
in particular with declining energy prices, which
wi || be happening, there will be an enphasis in
t he mar ket pl ace for not conservation, but for
increased use. | think that's one of the things
that we need to keep in mnd very much so, is that
as energy prices are com ng down, which of course
is the prinmary point of deregul ation, energy
efficiency will be less cost effective for
consuners, but not necessarily | ess cost effective
or valuable for society as a whol e.

And so ny feeling is until the energy
efficiency is put on a level playing field with
consunption, you know, the inclusion of
environnental and health costs and the price of
energy and the renoval of tax breaks and benefits
for consunption and production, there will be a
continuing need for public funding.

Now, with respect to the funding | evels,
ny feeling is that we shouldn't be starting with a
dol I ar amount, but we should be starting with
goals. | think right nowin the |egislation that

exists in 1890, it says you will spend so nuch
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noney. | think that's kind of a sonewhat
m sgui ded goal, is to say your goal is to spend a
certain amount of noney. | think the goals need

to be tied to a certain |level of reduction in
energy use, perhaps, like in Texas, tied to a
percentage of future growh in consunption

So what | would do if I had the
opportunity to do so would be to say our goal is
to have a certain percent reduction in the |oad
growth in California associated with conming from
energy efficiency versus new supplies. And you
can set a KWor KWH | evel, and fromthat woul d
flow a budget, a schedule, and privatization of
different types of prograns that produce results

cost effectively and denonstrably.

Wth respect to the goals, | want to
speak to sonething again -- and I'msorry Mke's
not here so he could frowm at nme -- is to say that

very strongly | feel that the goal of the PGC
funding is resource acquisition, i.e., the

| owering of energy consunption. This has been a
goal for many years, and | think continues to be a
valid goal. There's been nuch di scussion of

market transformation. In fact, it's the mantra

of many. However, resource acquisition | believe
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is the goal and narket transformation is the tool
and you shoul dn't confuse the tool with the goal

Mar ket transformation activities can be
very effective in certain markets and for some
technol ogies, but it's not a cure-all for nost, if
not necessarily all, of the narkets. The reasons
| say that is that the market, in nmy nind, wll
not be sustai nabl e anytime soon wi thout
incentives. You know, we have to remenber that
within this industry it's all very inportant to
us, but we're really a hair on the tail of the
dog, and the big dog that's nmoving around is
dealing with reducing energy costs. And
therefore, we're going to have a difficult tine
when energy costs conme down to nake energy
efficiency a strong and sustai nabl e busi ness.

' m going to nove on.

DEPUTY DI RECTOR MATTHEWS: Maybe you can
-- | don't know if everybody appreciates the
di fferences between resource acquisition and
mar ket transformation, what that means.

MR, SCHI LLER: | think that the way I
look at it is that what we're trying to do is
sinply reduce -- resource acquisition would be to

conpare getting resources froma power plant
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versus froma demand site managenent program So
if we're looking at energy we can either increase
the supply froma power plant, or we can decrease
the denmand for it. The way |'ve |ooked at it in
the past is that we bal ance the energy efficiency
agai nst the supply, and so instead of building
anot her power plant, as we've been able to reduce
t he nunber of those being built in California
t hrough denmand site managenent.

| still look at that as a prinary
objective here. |If we can nmake the cost of
obtaining the kilowatt hour or KWto be the sane
or less than for building that power plant, then
it's an equivalent to building a power plant, if
not better, because of the environmental and other
benefits associated with that.

Now, with respect to nmarket
transformation, there's many definitions for that.
But essentially | think they all revolve around
com ng up with changes in the narketpl ace that
all ow energy efficiency to be there w thout the
incentives. And that that be a sustainable and
long termsolution to that.

Now, doing that through various types of

progranms, such as education prograns and such, can
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be effective. Bringing out emerging technol ogi es,
as | think Ed was speaking to earlier, can be very
good things. But in certain areas, also as the
gentleman fromthe lighting contractors was
talking to, we essentially need to do sonething to
bal ance the, you know, reduce the cost associated
with those nmeasures, and that's through
i ncentives.

The cl assic nmethod we've used in the
past, and if you talk to the people in the private
sector, they're going to very nuch continually
strive to say we need incentives, whether that be
t hrough rebates or standard performance
contracting progranms, versus comng up with
various prograns that are devel oped, you know, by
t he governnment to hel p nmake the nmarket work
better. And for sone of us there is sonewhat of a
contradiction in saying the governnment can figure
out how the market does better

Does that help a little bit? Not being
too nmuch of a speech there. Ckay.

Let's see here. And | want to speak to
anot her one which was timng, which | don't think
has been brought up. | think only one person

tal ked about the inportance of having really no
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hiatus rule, is the way | define it. W've been
goi ng through a I ot of changes with administration
and the Public Goods Charge, and the various forms
of energy efficiency prograns for quite a few
years. | think starting with the first energy
efficiency working group in '94 and '95 --
actually had a full head of hair when | started
the process. There's just been a | ot of
confusion. And so what |'d suggest when you're
doing this work is that you include a
consi deration to not have a hiatus, so that you do
a transition, that sonething is done snoothly and
well informed so that the market can continue
wi t hout having a stop/start, stop/start type
appr oach.

One of the things to do this is -- is to
ook at nultiple year funding. And also to use
realismin your estimates for howlong it woul d
take to actually put new systens in place.
think there's been a lot of over-optimsmin the
ti meframes established for how quickly we can nove
forward, and often there's no consequences for the
peopl e devel opi ng those schedules if we don't nove
forward at that rate. And so that's a grave

concern that we have in the private sector, about
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but if the rules change or we don't know what
those rules are, we can't play the gane.

And the last thing | wanted to talk to
was the adm nistrative options. There's quite a
few that have been discussed, and | want to talk
about three of them independent adm nistration
the CEC, and non-profits.

As | nentioned before, we were a
potential bidder, or bidder, depending on your
poi nt of view, of the RFP process for the
i ndependent admni ni stration. Now, | believe that
that can still be a very powerful administrative
mechani sm to use private conpani es to adm nister
t hose funds.

First of all, we're talking a | ot about
havi ng solutions within the private narkets. |
think that private conpanies are in the best
position to address what happens in the private
markets. | think if you provide financial
incentives, that really can be tied to results,
not just the process. And | think we've been
spending a lot of time on the process and not
necessarily on the results. And | know soneti nmes

sonme people think of it as being sinful or evil,
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or whatever, but if you basically give soneone an
incentive to do the right thing to generate
results, you can be -- results.

And just for those who are concerned
about we tried that and it didn't work, | think
that there was two things that can be fixed
associated with the |last process. One, frankly,

t hought there was a |l ack of |eadership. There
really wasn't entities or individuals who were
saying we're going to nake this happen. W just
kept havi ng roadbl ocks and roadbl ocks, and | think
that could' ve been dealt with if someone or
sonmebody stood up and said we will nake this
happen.

And secondly, just a sort of real sinple
thing, there was an RFP process established for
that, versus an RFQ process. Essentially, the RFP
said fix a cost to sonmething we can't define. It
was an undefined scope and they were | ooking for a
fixed price. An RFQ could solve that.

Wth respect to the CEC, | think the CEC
has several major advantages as a potenti al
administrator. |It's really safe for nme to say
that as | stand in front of all of you here. And

I think those are essentially that, one, you have
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the staff, which has been an issue with the
Uilities Comrission. Secondly, you have staff
with knowl edge. And lastly, and probably nost
i mportantly, you have the staff and Conmi ssioners
who actually care. And | really can't over-
enphasi ze how i nportant that is, that there's a
group that's responsible for the adninistration
that cares that this stuff wll happen.

We worked for state agencies in New York
and Wsconsin in these Public Good Charge type
prograns, and we've seen the strengths of this
approach. | think it can be very effective.
However, hopefully | can provide sone constructive
suggestions to nmy friends and col | eagues about
what things I'd say it mght be beneficial to
change at the Energy Conmi ssion

One is that the Energy Conmi ssion al nost
by definition doesn't have a custoner connection.
You don't have the experience working directly
with customers, which is a major advantage of the
utilities. That's sonething that might be able to
resol ve by working with private sector conpanies,
or perhaps with the utilities in sone nanner

Secondly, in my opinion, government

agencies tend to be rewarded for conpleting a
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process, not necessarily for generating results.
So sonetines we see delays that are quite endenic
to the system

And lastly, as a forner and continuing
contractor to the Energy Conmmi ssion, | ask you
very much so to overhaul your procurenent and your
adm ni strative process for contracts. W've had
situations where we've been called up and said
congratul ati ons, you've been awarded a contract,
and two years |later we receive the contract in the
mail. And that doesn't -- two years taken up with
negotiation, that's two years between we get the
phone call and we see that contract in the mil.

So | think those are three areas that |
think if you could work out it would nake you even
stronger as potential adm nistrator

And lastly, as -- with respect to the
non-profit, there's those that see that as a
panacea, not the corruption of the private sector
and wi thout the politics and bureaucracy of state
agencies. But to me, it's just the opposite.
You're going to have no clear incentives for that
non-profit to produce results, and yet you're
still going to have the politics and bureaucracy

of a new agency. And for those of us who have
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been involved with this for a while, we don't
really see that there's going to be this new
agency created that's going to be al so a wonder
wi thout difficulties.

We al ready have a nunber of California
agenci es and bureaucracies. | really don't think
we need another one to handl e the Public Goods
Charge adm ni strati on.

So with that, thank you very nuch.

PRESI DI NG MEMBER LAURI E:  Thank you, M.
Schiller.

Questions?

Thank you, sir, very much.

MR, SCHI LLER:  Thank you.

PRESI DI NG MEMBER LAURI E: Being the
first speaker after lunch isn't nearly as bad as
bei ng the second speaker after lunch. Gary
Nel son. |'msorry, that's right, Guy Nel son

MR, NELSON: Conmi ssioners, staff,
audi ence. You know, | filled out the wong card
i s what happened, but -- but | do feel conpelled
to speak.

(Laughter.)

MR NELSON: Just to reiterate, there's

a lot of good ideas that you've heard today, and
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if I could address a couple of points that you
m ght want to consider in the strategic plan, if
that is the direction you decide to go.

There's a nunber of non-energy
efficiency benefits to be considered in enploying
energy efficiency. And anong them are safety,
heal th, confort, and productivity. And if that's
a -- | would suggest that you include those as
benefits of -- of -- in the strategic plan
assessi ng those benefits along with the benefits
of energy efficiency.

And then al so, perhaps to help out the
| ocal communities, perhaps work with themon a
sustaining effort to install as part of the
buil ding permitting process a way to encourage the
buil ding going in, and the birth of the building,
along with how the building is used and finally
deconmi ssi oned, and what to do with recycling the
materials within that building.

And perhaps also in the permtting
process have a fee rebate kind of process where
you actually can reward the -- the building owner
for orienting the building correctly, using the
right materials, and installing the right

equipnment in it so that it does operate during the
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life cycle of the building in a -- in a good cost
ef fective manner.

Those are ny thoughts.

DEPUTY DI RECTOR MATTHEWS: CGuy, you
m ght explain who you are for those of us that
don't --

MR NELSON: Oh, I'msorry. |'msorry.
I"'m @y Nelson, with the Wility Energy Forum

PRESI DI NG MEMBER LAURI E:  Thank you, M.

Nel son.

Questions?

Thank you, sir, very much.

Tyl er Bradshaw, please.

MR, BRADSHAW Good afternoon. My nane
is Tyler Bradshaw. | work for FAFCO i n Redwood
Cty, with Ranona Resource Manufacturer. | am not
here today representing FAFCO, |'mrepresenting

ARl and the Thernal Energy Storage Techni cal
Conmi tt ee.

I wanted to speak about that you have
two reports coning up. One is the Transition
Report, the other is the Operational Plan Report.
And according to a short summary that | gl eaned
fromyour Website, one of the itens that this

report is going to -- report's going to consider
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is whether eligibility for programfunds shoul d be
expanded to support the ability of electricity
consuners to shift electricity usage in response
to pricing differences.

And | also wanted to bring up a report
that was published by the CEC. | was -- |'ma
little surprised that -- in fact, before the first
speaker after lunch, that was the first tine |I've
heard of demand type managenent even nentioned.
think it's pretty inportant for energy efficiency.
And the report clearly points it out. | wanted to
poi nt out a couple of things that were brought up
on the concl usions page of that report. Since
it's your own, I'msure it's -- each of you can
get a copy of that.

TES provi des maj or conpel ling benefits
to concern to the CEC. One is energy efficiency
to both -- not only to a source, but to site. The
other is environmental, which is air emssion
savi ngs and CFC savings. The other is economc
devel opnent and conpetitiveness, increased
conpetitiveness of CEC suppliers and users.

Sone of the possible action itens that
were presented in the report. One, nake TES a

priority demand si de nanagenent technology in
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energy policy decisions. Two, nodify California's
Title 4 building standards to reflect TES savings
and peak demand savings. Three, use TES as an air
em ssions control neasure statewi de. And four,
identify TES as a priority option for new and
repl acenent cooling systems in conpetitive energy
envi ronnental partnerships with -- excuse ne, with
key energy users such as, one, state, |ocal
federal governnent buil dings; and two, businesses
striving to be environnental |eaders as in the
EPA' s Energy Star program

And lastly, | wanted to just read the
| ast paragraph of the report, which is, in
summary, the CEC Conmission initially believed,
and the study confirms, that TES is an energy --
excuse ne -- is a, quote, energy technol ogy
of fering conpel ling energy, environnental
di versity and econoni c devel opnent benefits to
California, unquote

Mor eover, TES is now posed for ful
commerci alization, institutional policies such as
t hose that have been previously identified can be
pursued to, quote, effectively increase the narket
penetration, unquote, of TES as the CEC desires.

| just wanted to bring that out because

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

105
I, in reading about what was going to be brought
up in the reports, | don't see any wording for
demand si de nanagenent, and | hope that that was
sonet hing that wasn't going to be overl ooked and
somet hing that CEC was going to look into. | know
there's a lot of -- certainly I"'mhere as a
thermal source manufacturer, and you m ght think
that -- that nmy opinion's going to be a little bit
bi ased. That's why | wanted to read fromyour own
report.

And sure, there's other technol ogies,
such as lighting, that deserve credit, and
certainly need to be | ooked at for deciding if
noney's going to be spent for incentives in that
area. But | didn't want thermal energy source to
be overl ooked, because it's very inmportant. |
think the report points it out, and | just wanted
it to get its due consideration.

That's the end of ny commrents. Any
guesti ons?

MR ABELSON: Just one coment, M.
Bradshaw. Could you identify for the record the
actual report that you're citing?

MR BRADSHAW Yes, | can. The PUB

Nurmber is P50-95-005.
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MR MESSENGER  And the nanme of the
report?

MR, BRADSHAW The nane of the report is
"Source Energy and Environnmental |npacts of
Thermal Energy Storage." The report is published
-- was put out in '96, so | don't think it's out
of date. It's still a very recent report.

Thank you for your tine.

PRESI DI NG MEMBER LAURI E:  Thank you,

M. Bernman, Mark Ber man.
MR BERMAN. Yes. |'m Mark Bernman with
the Davis Energy Group. And thank you

Conmmi ssi oners, staff, and audi ence.

For one, | would like to offer ny
appreciation and -- and thanks to the Energy
Conmi ssion for having this forum | know it takes

a lot of fortitude and patience to |listen as
peopl e put forward their opinions and inpressions,
and I, for one, appreciate that. | think it's
needed.

A nunber of comments. One is on the
i ssue of whether or not energy efficiency funding
and nmarket transformation funding needs to

continue. And | think there is clearly an ongoi ng
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role for that. As long as innovative mnds are
going to continue to cone up with better ways to
provide confort, better ways to heat and cool and
[ight buildings, better ways to design them then
we're going to need ways to get these better ideas
into the market pl ace.

The construction industry, in ny hunble
opinion, is fairly staid. They do a good job of
what they do, and in ny experience there's a
reluctance on the part of many of them-- not all,
but many of them-- to nake changes. And maybe
that's for good econom c reasons, maybe not. It
doesn't matter. There are inducenments and nmarket
transformati on progranms, or whatever we want to
call them that are necessary to get new
technol ogies into the mainstream And that beats
t he heck out of just making regul atory changes
t hat make people have to do things. |It's nuch
better, | think, to have these kinds of prograns.

So what |'msaying is yes, there needs
to be a continued funding level for market
transformation, | think at current |evels, plus
inflation, and I think that will provide good
benefits, econonic benefits over tine.

Wth regard to who adninisters energy
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efficiency prograns. There's been a lot of
di scussion about that. At Davis Energy G oup we
have done contracting with utilities. W've done
a lot of contracting with Pacific Gas and Electric
in this arena, we've done, as many of you know, a
| ot of contracting with the Energy Comm ssion, and
we' ve been able to work well with both. | think
there are a wide variety of entities that are
capabl e of administering these prograns, but |
t hi nk whoever's chosen to adninister them there
are certain -- certain basics that need to be
t here.

One is there needs to be flexibility,
perhaps nore flexibility in the contracting
process that -- than current state law allows. So
there nmay need to be either |egislative changes,
or it my be that the entity that's chosen needs
to be one that has nore | eeway under current |aw.

For exanple, a gentleman, one or two
speakers ago, nentioned the lag tinme that can
exi st frombeing told yes, you have a contract
with a state agency, the Energy Conmi ssion as an
exanpl e, and having that contract be up and
runni ng. We've experienced 15 nonth lag tines.

And that's unnecessary. | think there needs to be
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ways to be found to get around it. |It's also
i nefficient.

There al so needs to be a give and take,
and | think this is also perhaps a matter of
contracting law. The admi nistrator needs to be
able to go to the entities that are running the
prograns and desi gning the prograns and say, you
know, we l|ike your proposal. However, could you
change this, could you consider working with so
and so. There needs to be the ability to have
some negotiation and sonme back and forth. And
know the -- the Energy Commission is getting ready
to work with negotiated contracts in the near
future. That's the kind of thing that will be
needed.

Let's see. There needs to be a
mechani smfor third parties to come up with
designs and progranms, so that it's not all top
down. And this kind of mechanismis excellent to
get input and then design a program but there
al so needs to be like third party initiatives, the
ability for an outside entity to say we've got a
good idea, conpare it with sonebody el se's good
i dea, pick the one you l|ike best.

And then another itemthat | think is
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inmportant is ultimately coordination with Title
24. Because, for exanple, with T-8 |lanps as an
exanpl e. There conmes a point at which a
t echnol ogy becones so good and is on the verge of
bei ng so pervasive that it nakes sense to go to
the next step and just say okay, this one is
clearly so much better that in anything new that
gets built you've got to build it this way. So
there's a kind of a pipeline from RD& t hrough
mar ket transformation through acceptance in the
mar ket pl ace, and ultimately to the building code.
Finally, 1'd like to underscore the
coments that Ed Vine fromthe University of
California made about energi ng technol ogi es.
Ri ght now there is a gap, in my opinion, between
the PI ER program and the market transfornation
work that's done. And the market transformation
wor k is enphasi zi ng proven technol ogies to a good
extent, and to a | esser extent emerging
technologies. | know this year there's nore of an
enphasi s being placed on having the utilities tel
the Energy Efficiency Board what they're doing
with emerging technologies. | think that enphasis
needs to grow.

I think that emerging technol ogi es can
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really make a big difference. W're not always
sure whi ch ones are going to nake the difference,
but unless there is a conscious effort to get them
in the -- in the marketpl ace and enphasi ze t hem
and have prograns that are technol ogy specific to
get them goi ng, they can get |ost.

So | would like to suggest that in the
January 1 report that is due, | realize you can't
put a strategic plan together for emerging
t echnol ogi es, but perhaps sone gui delines, perhaps
a chapter that begins to think about a strategic
pl an for energi ng technol ogi es woul d make sone
sense in the upcom ng report.

And that's the extent of nmy coments.
Thank you.

PRESI DI NG MEMBER LAURI E: Thank you, M.

Ber man.

Questions?

I think the reference to the CEC s
contracting process is a -- certainly a valid
i ssue. Before the PIER solicitation -- well, PIER

had its first solicitation, sonme nonths were spent
in attenpting to streanline the basic terms and
conditions. W then find out that part of the

process renains that the contract is approved, but
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then substantial tine goes by in working out the
wor k product.

Wel I, my understandi ng has al ways been
that a contract is a contract is a contract. |If
you want to nodify the contract, you can cone back
and nodify the contract, but if you do then you
have to cone back to the Commi ssion and get
reapproval. So there's a process that we go
t hrough of approving standard terns and
conditions, and then negotiating the deal is
unacceptable. And that is changing, and that wll
continue to change.

MR BERMAN:  And |'ve had the other
experi ence with the Energy Conm ssion, where they
said here's your proposal, we're putting it behind
our standard terms and conditions, sign here. And
that worked really well.

PRESI DI NG MEMBER LAURIE: That is ny
under standi ng of how it was supposed to be. Thank
you, M. Bernan.

I"'msorry. Mke, did you have a
guesti on?

MR, MESSENGER: My question was rel ated
to your comment. Do you know if there's -- is

there anything that we can do besi des what we've
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already tried to do, in terns of streamining,
that from your perspective would be good to, you
know, a different kind of contract, different
forns of review, nore del egati on of powers and
authorities. Do you have any ideas about how to
do that?

MR, BERMAN: Well, the one thing that
nm ght be done would be to put a line or a notice
in the Request for Proposals that the work
statement in the RFP will be part of the contract
and that will be the work statenent of the
contract. And perhaps to say that your proposal
or portions of it will be. | think it night be
better to stick with the work statenent.

And then when the winner is chosen, just
do that. Take the work statement, put it behind
the standard conditions, and that's it. Done.

PRESI DI NG MEMBER LAURI E:  Thank you,
sir, very nuch.

Should we try Gary Matteson from UC

agai n.
Loren Lut zenhi ser, from Washi ngton
St at e.
MR LUTZENHI SER: Thanks. |'m Loren
Lut zenhi ser from Washi ngton State University. 1'm
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a sociologist, also a UC Davis graduate, which is
how | got into this. |'ve been studying energy
policy, energy efficiency prograns for about the
| ast 15 years, and continue to collaborate with
fol ks at Davis and Berkel ey and Cl EE, |ooking at
t hese ki nds of issues.

W' ve done -- we're now conpleting a
series of scoping studies |ooking at particul ar
mar ket s that night be candidates for
transformati on, asking questions about whether we
know enough about those nmarkets to advise a group
like the CEC to be able to nove intelligently int
hose areas. The markets that we selected in
cooperation with CEC staff for this investigation
were comercial buil dings, residential new
construction, lighting, and advanced netering
consuner friendly billing. And the first report
in that series has been issued.

CIEE is in fact funding nore advanced
research now to take a | ook at the commerci al
buil di ngs narket to try to deterni ne under what
ci rcunmst ances i nnovation does occur, and what
parts -- what subsectors of the market, what the
desi gn negotiation |ooks |ike, and how that

produces buil dings of vastly different energy

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

115

characteristics, even under fairly restrictive
code regi nmes.

The reports in the other areas will be
out in the next couple of nmonths, and I'd Iike
very much to supply those to the Conmi ssion as
wel |, for you to consider in your deliberations.

As a social scientist, |'ve been
particularly interested in | ooking at how energy
efficiency progranms have been desi gned and what
their histories are, and particularly to try to
under stand how t hings that have to do with humans
are taken into account in these prograns, which
have tended to be hardware focused and subsi dy
oriented. Having to do with margi nal cost
acqui sition of increments of supply.

And in fact, critical success factors
for prograns such as consumer notivations and
behavi or and choi ce, the processes by which
technol ogi es are socially shaped, producer
resi stance to innovation, institutional market
based i npedi nents to energy efficiency, and the
weakness of conventional policy nodels to really
infornmed intervention is very well, it has always
been puzzling to me. Because, in fact, our

under st andi ng of consuners, we've tal ked about the
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i mportance of consuner education, or a producer's
wi Il lingness to innovate has been critical. And we
haven't understood that very well. So that's
sonmething that's a nystery to ne that |I'mtrying
t o understand.

Anot her nystery to nme is how so nmany
states could have taken on this notion of market
transformation, which is a seeningly radica
proposal, and a fairly radical departure, if you
want to think about it that way, fromsort of
standard DSM busi ness as usual, adopted fairly
unreflectedly by the Public Utilities Conm ssions
across the country. And now groups |like the
Conmi ssion and the Conmi ssion staff are faced with
the problemof trying to sort out what exactly
this mght consist of.

So that's another thing |'mquite
interested in. And when | get the answer to that
"Il pass it along. | don't have it yet.

(Laughter.)

MR LUTZENHI SER: But it raises an
i nteresting question, because what is it that we
really do know about markets. And | have a
document that | know Conmission staff is famliar

with, that I'Il pass al ong.
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The Energy Center at Wsconsin solicited
conmments fromnyself and ten or twel ve other
fol ks, include market specialists with
manuf acturing firms, business professors, people
who study markets for a living, people with strong
backgrounds in DSM and posed a series of
guesti ons about market transformation. How should
it be defined; under what conditions can it work;
how should it -- programinterventions be
structured; can they be evaluated; is there such a
thing as an exit strategy, and so on.

And they got predictably, |I think, ten
or twelve different answers to each of these
guestions, but they've assenbled themin a nice
way. And | think that there is some fair -- sone
fair agreenment here that, in fact, frequently we
don't know very much about the narkets that we're
talking intervening in. And that the clains that
have been nmade for market transformati on have been
extrenmely strong, and quite possibly exaggerated.

So I'mgoing to try to enter that, or
"Il give that to you, that can be entered into
the process for you to consider, because | think
sone insights in there are particularly inportant,

and caution, | think, about going in a very
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del i berative kind of way in this.
| have several points that | want to
sort of make and toss out, and | won't el aborate

on them It's sonething we can discuss, and sone

of these may be provocative, but I'll get them out
nonet hel ess, because | -- one of ny roles here is
totry to get, | think, some big ideas on the

table, or to raise sone general questions about
this enterprise that we're up to here and in the
Nort hwest, and the rest of the U S. Because
think that market transformation fromthe point of
view of the scientific conmunity is how the U S
is now going to attenpt to respond to issues |like
gl obal environnental change and -- and

i mpl ementing Kyoto, and so on. Taxes are off the
table, regulations are off the table, lifestyle
changes are off the table. Wat we have here is
market transformation. This is where the action
is.

So here are a few points that cone from
nmy years of |ooking at this system and thinking as
deeply as | could about market transformation, and
| ooki ng at the specific nmarkets with ClEE and CEC
over the |ast four years.

Conventional energy systemthinking, and
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| don't characterize everybody in the energy
systemthis way, or the CEC staff, necessarily.
We're trying to think in very creative and usefu
and broadened ways, | think. But conventiona
t hi nki ng about energy and technol ogy and consuner
and producer choice and market systens is very
narrow, nechanistic, and | think is often
m sl eadi ng.

Despite a nunber of successfu
subsi di zed DSM i nterventions in the past,
efficiency programs have been based on a very
limted understandi ng of humans, technol ogi es, and
markets, and as a consequence have very rarely had
| asting narket effects. And | think we can al
thi nk of the exceptions here, and we've heard of
some of those.

But in general, the transformative
i mpacts of DSM I think have been nodest,
particularly if we |look at the growth of
consunption curves for the U S. as a whole, or as
i ndi vidual states and -- and regions.

We did have a good deal of social
sci ence research on consuner behavior and
t echnol ogy choice, and community | evel processes

related to energy use that took place in the early
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1980's. And a nunber of interventions were well
informed by that work at the tine. Wth the
advent of DSM however, that research basically
dried up and di sappeared. And there's -- there
are good policy reasons for that, because given a
logic of sort of incremental acquisition of
mar gi nal sources of supply with subsidy, you don't
really have to know very much about what's
notivating people. You know, if you wave sone
noney in front of themthey' Il take it for one
technol ogy or another. You can get sone rea
gai ns that are neasurable in a program eval uation
i mpact context, but you don't have to know much
about the process and why it worked and why it
didn't. So as a consequence, the know edge base
that we have is fairly old, although I think
fairly good.

Under a narket transfornmation policy
regine, a really thorough know edge of consuners
and producers and market systens will be crucial
I think, for planning, executing, evaluating
successful interventions and sorting out the ones
that aren't successful and trying to understand
why.

Qur current know edge of key markets in
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whi ch transformation night take place, such as the
ones we're | ooking at in buildings, appliances,
and so on, is quite limted. If we take a |ook at
the scientific literatures that apply in the area,
we find that there's relatively little there.

Al t hough it can be usefully brought together, |
think, but it's spread across a variety of
disciplines. [I'Il say a bit about that in a
m nut e.

| think it's likely to be -- 1"Il throw
this out as sonething that | can't substanti ate,
but | think it's likely to be, ny hunch, very
difficult to convert DSM prograns, as effective as
they mght be in a DSM context, into nmarket
transformation programs. This sonmething we're
seeing across the board. CQur fol ks who have done
a good job at -- at narginal cost avoi dance
programs in the past, asserting that those
progranms now wi |l be market transformative in sone
fashion. O they've -- always have been narket
t ransf or m ng.

I think there's questions about where
travel down that road will actually | ead.
bel i eve that a new sort of theory based approach,

and that's been nentioned several tines today, is
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much nore pronising, one in which interventions
are based on pl ausi bl e programtheories and narket
assessnents, and we've heard about the inportance
of those to try to figure out what's really there
and enploy real tine evaluation with ongoing
program adapt ati on as opposed to the up or down
sort of view that we heard about earlier. And
then, in fact, conduct strategic narket
transformati on research to provide m ssing
i nformati on on nmarket structure and function

This is not laying the basis for top
down prograns. This, | think, when | say a theory
based approach, and there's a paper that I'Il also
supply on this, done by Carl Bloonstein at UC, and
Sy Col dstone of the Conmi ssion, and nyself,
calling for a theory based approach. What we're
sinmply saying here is that we have to have
sufficient know edge of how a narket plausibly
m ght work before we can even start to think about
crafting intervention, regardl ess of whether
that's eval uating something that's bubbling up
fromthe bottom regardl ess of supporting
sonmet hing that's ongoing in the market, or
what ever. This is not a design for a sort of top

down approach.
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The know edge that we really need to do
this is, in fact, greatly dispersed across
scientific disciplines and applied areas, and
interdi sciplinary perspectives are necessary to
pull this stuff together.

Unfortunately, that know edge base is
pretty well divorced also fromthe institutiona
know edge that we draw on, that comes out of DSM
That know edge, and there are a | ot of people
who' ve been doi ng DSM who know a | ot about
markets, | think, but it resides largely in the
heads of individuals. |It's buried in evaluation
reports and gray literatures that we don't have
any way to really evaluate or assess or access in
any way. O course, they're proprietary know edge
of consultants. Also, the utility system has
peri odi cal |y gone through downsi zi ng and
reorgani zation and | oss of institutional menory.
So that the institutional basis of know edge of
how markets work is in sone ways scattered, in
sonme senses |lost, certainly not coherent.

So finally, we believe that -- anyhow,
when | say "we", the group of folks in the
uni versities who actually do this kind of work, we

spread across the globe. | nean, this tie to the
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comunity is relatively small now, but people are
doing quite interesting work in Europe and ot her
parts of the U S. That group has to be brought
together with -- with narket actors, with
technol ogi sts, w th governnent program planners
and policy makers, in order to support workable
approaches to market transformation that wll
actually work in this kind of an arrangenent.

"Il be happy to supply ny renarks, and
t hese other supporting materials that | think
nm ght be of use to the Commission as it goes
t hrough the process.

MR WLSON: This nmorning Mchael Part
tal ked about evaluation and the inportance of
feedback groups. Is that the same thing as you're
calling the theory based narket transformation --

MR, LUTZENHI SER. It's a piece of the
t heory based approach, and again, that paper is
avai |l abl e here. But certainly yeah, it's a piece
of it. The theory based approach al so approaches
-- and sone of this work, | work also with the
Northwest Alliance a bit, and while it's |less
systematic there, Tom Eckman, who's one of their
| eadi ng venture designers, and the Northwest

Al'liance is something we should kind of talk
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about, too. | think it's a different situation
It's an interesting and useful nmodel for the CEC
but it's basically a set of private ventures,
operating with utility funds, and Bonneville's in
that, but Bonneville is not really acting
necessarily as a governnent agency in that case.

So they pursue ventures that they are --
you have to be based on a good story, and he says
areally, really good story is what we want to see
before we find an intervention in the market about
how t he market works. Wo the players are, what
the institutional context are; what are the
regul ations; what is the nature of the incentives;
what sort of innovation is taking place there now
who are the players, and so on and so forth.

Based on that good story, sone of which
cones from program experience, sone of which comes
from market actors, sonme of which comes from
scientific literatures that are thin but apply,
you can nmake a judgnent about what an intervention
or a series of interventions mght ook like in
that market. And then attenpt to pilot those in
our nodel, to pilot themto see -- sort of work
t he kinks out, see what's going to work, see if it

wor ks the way you expected. Evaluate it in real
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time intensely. But in the course of this you may
di scover that you're running into phenonena and
processes, and the Irvine study that the
Commi ssion did, | think, is a nice sort of case
study or nodel of how this can work.

You nmay di scover processes that are
going on there that you don't really understand
wel | enough to make the necessary program
adjustnments. And that nmeans you need to go back
to the theory and you nay actually have to
conmi ssion sonme research. It doesn't have to be
lengthy or -- or painfully detailed, but sone
serious, on the ground research on narket
structure and function at that point, to try to
better informthe intervention.

So it's another process of action in and
around the market. The players don't have to be
government agents. They shouldn't be. | nean
t hat shoul d be done by nmarket actors. But the
ki nd of things we should be |ooking for are things
that we're not going to really understand or
predict, necessarily, until we actually get out
there to find out what are the -- what are the
barriers people bunp up against, the real -- the

i npedi ments that they're encountering.
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Institutional arrangenents, the codes, the |aws,
the custons and practices in the profession. The
net wor ks.

And the one thing | do in nmy research
that I'mvery inpressed with is the way that
markets and supply chains don't innovate because
of network relations between -- say, take in the
residential construction industry. | order for
i nnovation to nmake its way into that industry, it
has to have the cooperation of -- of a nunber of
buyers and sellers who are noving the good from
the producer to the -- to the ultimte buil der
and so on. It goes through chains of
i nternediaries who get to sift and sort and decide
what's going to cone out onto the nmarket on offer
what price, and so on and so forth.

And in that industry, it's inportant to
try to develop stable relations with suppliers,
particularly when you're in an uncertain
situation, as demands for scarce naterials and
time constraints and growi ng nmarkets. So you end
up settling on these predictable sources of supply
and predictable suppliers and all these network
rel ations.

Well, okay. That's the case where
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theory would sort of tell you you shoul d be
| ooking for those kind of things. You get out
there and you start finding that some of those are
working in ways that you can use, or -- or ways
that can pick up an efficient technol ogy and nove
it along. Ohers are working at cross purposes to
that. And so you use eval uation hopefully to
refine your approach, but also you may have to do
some original research to really try to find out
how it worked better in one context than another

One thing we tal ked about, take a | ook
at the Building Arerica programthat's worKking
across the country, and figure out where it's
nmaki ng a change in industry practice and where
it's not. So that's sonething that we coul dn't
learn by | ooking at an intervention in San Jose,
for exanple. But it's a -- it's a track of
know edge devel oprment that's inmportant as a part
of that whol e package.

So, yeah, the feedback is part of it.
But it's much nore than that. |It's nuch nore than
standard process evaluation or -- or even inproved
process eval uation and feedback

MR WLSON: Well, | think one of the

chal | enges of this report is going to be to
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distill this in a way that the Legislature can
under stand, because they're the real audience for
the report that we're working on. The people in
this roomare a comunity of people who have been
working on this stuff intensively for -- for
probably decades, at |east years. And sonehow we
need to take what we've learned and wite it in a
way that -- | mean, | wouldn't want to use theory
based market transformation to the Legislature.

MR, LUTZENHI SER. Ri ght.

MR WLSON:. Try to avoid the use of the
wor d.

MR LUTZENHI SER:  Well, it should be
somet hing better than a good story, too, though
to give it the sense that in fact a good theory is
a good story. You know, as soneone once said,
there's nothing better than a good theory, you
know, as far as -- as far as sonething to help you
sort out what you should do

But | agree. | nmean, it has to be -- it
has to be intelligible. The idea that we're
trying to communicate here is that there are
better ways to do it than sort of governnent
bulling into a narket and potentially doing nore

harm t han good. O, on the other hand, sinply
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| oosening all of the -- all of the actors whose
products and conpetenci es grew up under DSM and
funding themto do whatever it is they do, and
then call whatever cones out of it market
transformati on.

That's perfectly okay. And as a policy
approach that mght be quite efficient. And it
wi Il produce nmarginal energy gains. It wll
probably not transform markets, if by that we nean
to change this sort of underlying structure and
function of the market so that energy efficiency
i s not disadvantaged the way that it is now

MR WLSON:  Well, | think there is a
really exciting story here to tell. 1It's going to
be an interesting challenge to wite it up in a
way that is accessible to people. The -- been
working on a neno for several weeks, and it's
really exciting stuff to read. | mean, | haven't
been deeply involved in this stuff in recent
years, but | think we can wite a really positive
and convincing story for these progranms. But it
has to be sonething, again, witten, that's going
to be understandable to the Legislature, and we'll
want themto want to do something |egislatively

early next year.
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MR, MESSENGER: | have just a rel ated
question. It has to do with audi ences, perhaps.

Let's assune that the Conmi ssion takes
as a given that we want to nove towards the theory
based approach. M threshold question is do we
even need to put this -- either of these reports,
or could we just sinply say later on, when we
select adninistrators we're going to require a
t heory based approach to eval uation

And so the threshold question | want you
to think about is do we need to put all of this
fairly technical discussion into a report. And
then secondly, if you think so, what |evel of

detail do you think is necessary?

MR LUTZENHI SER:  |'m not sure that --
well, | think there's advantages to having it in
there, | think at an appropriate |Ievel of detail
By that, | nean if state of the art program design

and assessnent nethods are used, in this case in
energy, which they have not been. | nean, if we
take a | ook at what goes on in public health
prograns, for exanple, nental health prograns,
health in general, social welfare prograns.
There's a nuch, much greater reliance on theory,

and there's much greater reliance on process
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evaluation and iterative inproverment of those
progranms. And there's nuch, much greater reliance

on parallel research tracks.

And so in sonme ways, if we sinply -- but
we -- I'mnot -- it's not a rap on the energy
system | nmean, |'ve been in this for 15 years

and will continue with it. But the point is we
have had the luxury of not having to have to
proceed in that fashion in the past. Because al
we had to do is, you know, buy sone electrons at a
cheap price, and, you know, we were successful

So | think if what we did was state of
the art work in the energy area, then that's what
we're tal king about. And that could probably be
sketched in two paragraphs, | think, what that
consists of. Just so nobody makes a m stake and
forgets.

MR, ABELSON: Just a quick question
The way | hear you presenting the problem it's
that market transformation, whatever that may be,
is not something that we fully know how to
acconplish effectively. And if we will work on it
t houghtfully we can beconme much better at it.

My question is, if that were taken as a

given by -- by the report, are you suggesting that

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

133
the level of dollars that is devoted to market
transformation or the energy efficiency prograns
inthe first year of the programin 2002 shoul d be
cut until we figure out what is it that we're
doi ng?

MR LUTZENHI SER: No. | nean, I'm

enough of a political realist to realize that one

doesn't cut one's budgets. | nean, presunably it
can be used effectively. |I'm-- | was surprised
and charnmed and pleased to -- whenever | cone to

California, which is frequently, to see the
refrigerator rebate prograns featured in the
newspapers, you know. | assune this is doing
good. And |'massuming that it's having sone
market effects in the sense that those

adverti senents are, you know, continually placed
before the public, the fact that refrigerators use
energy. And that there's a difference between
some that use a lot and sonme that use |ess, and
what ever.

So, no, | would never suggest that. But
| guess what | would suggest would be that while
sone degree of business as usual is probably
somet hing that anyone's going to be stuck with

when you inherit a $250 million program that a
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significant investnent in a portfolio of -- of
pilot efforts to understand, intervene
strategically in particular nmarkets and
submarkets, carefully, thoughtfully, in a well
funded and appropriately evaluated way, is --
woul d be inportant. And would be an inportant
contri bution.

By the way, you can do sone free riding
in what's going on in the Northwest, because
t hey' ve been out here for a few years now, in
Pennsyl vani a and the Northeast, and so on. But in
fact, that would be a real service, | think, to
the rest of the country and the rest of the --
rest of the world, too. Because nostly those
fol ks don't have the |luxury of the size of
budgets, the size of population, the scale of the
problem or the willingness to innovate, to be
able to do that kind of work in a really large
scal e.

Now, | think a portfolio approach like a
venture capital approach nakes sense. And naybe
eight or ten of those are going to fail. And
maybe market transformati on won't work. And a
social scientist is interested in historica

processes. |'mperfectly willing to believe that
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15, 20, 30 years hence, all of the work of energy
system people to transformnarkets will have not
transformed markets.

But | also think that markets are going
to have to be transforned if we're going to cone
anywhere cl ose to doing sonething |ike Kyoto.
Meeting those Kyoto targets. And while there's
sonme debat e about whether that's sonething that we
ought to be doing, the scientific community -- and
| count nyself as a nenber -- is unanimous inits
belief that those need to be net, and nore so.

So | think it's an exciting tine, with
sonme really exciting prospects.

PRESI DI NG MEMBER LAURI E:  Thank you.

Loren, |I've got a question.

MR, LUTZENHI SER.  Ckay.

PRESI DI NG MEMBER LAURI E:  Sone points
have been brought up about -- and | think very
rel evant, regardi ng how energy conservation
prograns can be inpacted by the price of energy,
and how such programs may be inpacted by | ower
energy prices.

I's it your understanding that market
transformation prograns are thus affected by a

bal ance between price versus intangi bl es? And
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then is it a question as to what those intangi bl es
are. \Wat is it that drives the consuner, other
than price. And if that can be determi ned, should
noneys be spent on education prograns so as to
af fect nmarket.

MR, LUTZENHI SER: | think price -- yes.
Certainly price has an effect on consuner choice
and behavior. Very low prices send the signa
that energy is a non-issue. The anobunt of energy
budgets, the anmount of people's annual consunption
by -- that's represented by energy tends to be
quite low. It's higher in California than lots of
ot her places. And when you add commute gasoline
costs and so on, it's not an insignificant part of
budget .

But -- but it tends to be a small enough
part that when coupled with the fact that energy
is invisible, except with the billing signal and
so on, price is hard to interpret and | ow prices
have to go to work against price based strategies,
I would think. And that's been a frustration with
DSM prograns al ong. Low uptake of stuff, even
wel | subsidi zed stuff, because the price has just
made it irrelevant.

Wth that said, price is interpreted by
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consunmers in a variety of ways. And there's a |ot
nore than price going on here. The recent polling
data supports long termtrend data that goes back
at least 20 years, that show sort of a fundanenta
shift in thinking about environment in the U S
to where the average Anerican now hol ds an
ecol ogi cal paradi gmthat only popul ation
ecol ogists held in the 1950's, 1960's. There's a
fundanmental sort of change in the way we
understand the natural world to work, and -- and
peopl e are very environnental in their
orientation. They're very supportive of these
ki nds of things.

They're very concerned about the
environnent. W're starting to see evidence of
this in the popular press and the popul ar cul ture,
and so on. The problem people aren't able to
understand how to link their own behavior with an
i nvisible coomodity, with distant collective
environnental inpacts. Drawi ng those |inkages for
people is likely to have powerful effects. People
are al so seizing on green power in ways that were
surprising to the -- quite surprising to the
utilities, and what not, when given those kinds of

choices at increnentally higher cost.
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| think, yeah, | think that price works
in ways that we don't quite understand. Low

prices are going to nmlitate against these Kkinds

of things. Priceis not -- is not a huge
deterrent in this case. |In fact, | wouldn't sel
efficiency on price. | wouldn't sell conservation
on price.

| mean, | think a fundamental mi stake

was nmade in some of the witing and doing 15, 20
years ago, in a way, when the environnment -- the
bi g environnental NGOs went to the table and

hel ped redefine energy conservation and its

envi ronnental consequences, environnental inpacts
of the energy system as sinply a matter of good
busi ness sense and | east cost. Because that one
backfired when natural gas prices fell and
conbustion turbine technol ogy took off.

So in lots of -- you know, so there's a
need to recapture that connection, | think. But
it's part of state policy, | nmean, to pursue these
ki nds of things, | think, and an appropriate role
for the Conmission to think about this and act on
it.

PRESI DI NG MEMBER LAURI E:  Thank you,
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When it comes to actually witing the
report, | have heard staff say, indirectly, that
in order to assure that the Legislature will
understand it, they're going to give it to nme, and
if I can understand it they are virtually
guaranteed that any other reader wll.

Nobody, again, has directly told ne
t hat .

(Laughter.)

PRESI DI NG MEMBER LAURI E: Ni col e
Bi ggart, from UC Davis, please

MS. BI GGART: Conmi ssi oner Laurie and
Conmi ssi oner Pernell and staff, thank you

I"m-- nmy colleague, Loren Lutzenhiser
-- and we are colleagues, in fact, because we
col | aborate together and have col | aborated on the
CEC scoping studies, so you' ve seen sone of our
work together. Loren has just raised the issue
that you're in the process of transforning a
market, but you don't really know what a market
is. And so he's raised a problem And |I'd |ike
to suggest that there are sonme solutions. He's --
that the kind of approach where we assune a
mar ket, the dermand si de managenent approach to

markets, has -- is giving way to far nore conpl ex
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under st andi ngs of how markets worKk.

I amnew to the area of energy research
My primary research has been gl obal conparative
econonmi es. |'man economnmi c sociologist. | |ook
at how social structure influences econonic
organi zati on and econom c action. And a couple of
years ago, Loren -- and I'minterested in why,
when economi sts go to marketizing economes |ike
the former Soviet Republic, that the theories
don't work very well.

And, in fact, there's a lot of -- a |ot
of evidence to suggest that you don't start al
over and structure a new market. That, in fact,
that there are social structures, cultures, sets
of social relationships that are already there.
And if you're going to intervene in structuring or
restructuring a market you have to take cogni zance
of what already exists.

And Loren suggested to ne a coupl e of
years ago that those are the kinds of ideas that
the energy comunity needed to know about, and
hear. And | think he's right. |'ve got two years
now, in fact, working on sone of the CEC issues,
and | think that you have got to be aware that you

are -- you aren't starting with a tabula rasa,
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that you are starting with a set of actors, a
hi story, political relationships that already
exi st.

Wiile there may not be a | ot of
i nfornmati on about precisely what a narket
transformati on -- what market transformation is,
there are a I ot of people and ideas that are on
your side. The -- in the last ten years or so,
and in part because of changes in the gl oba
econony, there -- there's a small but grow ng
group of people who are interested in the
structure of markets.

So | want to suggest that across the
Causeway, you have sone friends at Davis and
Ber kel ey and el sewhere in the UC system And that
we -- we are willing to work with you on
devel oping an intellectual -- intellectua

partnership with you, to the extent that that

seens an -- appropriate to you.

Loren mi squoted sonething that -- that |
often tell ny MBA students. | teach MBA students.
They're not -- they're not interested in theories,

either. They want to go out and change the world
and nake a |l ot of noney. But | said that the --

the nost -- the nost practical -- there's nothing
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so practical as a good theory. That when you go
out and act and you don't have a theory, you --
you threaten the gods, and all kinds of things can
-- can happen to you. So | want to suggest that
there are -- there are a I ot of people out there
who are willing and able to work with you

| have put together a discussion paper
that | will give to you, and I will also enter
into the -- into the record for your
consi derati on.

PRESI DI NG MEMBER LAURI E:  Thank you.

Any questions? M. WIson.

MR, WLSON. Your opening remarks were
quite intriguing. | wonder if you could give us
an exanple of some pre-existing conditions in the
mar ket that would affect how we woul d design a
mar ket transfornmation program

M5. BIGGART: Let nme -- as | said, I'm
relatively newto this, but let me talk about a
study which we are just undertaking on conmmerci al
-- on commercial buildings nmarket.

W were presented with the idea that the
technol ogy that exists to nake energy efficient
bui | di ngs, there's nuch of it is out there that's

not being used. And you'd think that if actors
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were rational they would do sonmething to | ower
their -- their energy costs. But the conmerci al
buil di ngs market is not -- is not so sinple, that
there are a wide range of factors, social and
political, that -- that influence why those
t echnol ogi es are bei ng adopt ed.

And | will just rattle off a few for
you. One is if a -- the fact that the trades
cannot necessarily install a new technology if the
-- if the apprentice prograns don't in fact teach
themhow to -- to install those things. Differing
trades have politics between them They don't
necessarily work together, particularly in
adopti ng innovati ons.

The architects and the engi neers who
desi gn buildings don't necessarily work together
Architects have a very different occupationa
goal. It's often aesthetic. \Wereas engineers
want to nake buildings that work and that are
reliable. And those two things don't necessarily
wor k t oget her.

You have nortgage nmarkets that will not
| end on buildings that do not have -- have
traditional technol ogies. Innovative

technol ogi es, they're not particularly interested
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in. O else they' Il charge you a higher nortgage
rate. Building code inspectors, building codes
and then the inspectors, will only inspect for
technol ogi es that they understand. So buil di ngs
whi ch use 30 percent of electrical energy aren't
as efficient as they could be, but it's not just a
matter of price, or the cost of energy. There are
a whol e range of -- of relationships between the
actors that put together -- put together and
utilize comercial buildings.

And unl ess we build a theory based on
the empirical reality of how -- how the comerci al
buil di ng market is put together and who those
actors are, and what their relationships are to
each other, we're going to -- we're not going to
get very far.

PRESI DI NG MEMBER LAURI E: Thank you very
nmuch.

The reason those comments are so
intriguing is that they're true.

(Laughter.)

PRESI DI NG MEMBER LAURIE: W may want to
consi der including such in our report.

M. Sperberg.

MR, SPERBERG. Thank you very much. |
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appreci ate the opportunity, Comnm ssioners and
staff, advisors and audi ence.

My nane is Richard Sperberg. |'mthe
Chi ef Executive Oficer of Onsite Sycom Ener gy
Corporation, which is an energy services conpany,
California based. |I'malso -- | have the pleasure
to be the current president of the Nationa
Associ ati on of Energy Service Conpanies, which is
our national trade organization, which is involved
wi th advocacy at both the federal and the state
level. And I'mhere in both the capacity as the
president of my own -- or CEO of nmy own conpany,
as well as president of NAESCO

NAESCO has filed brief comrents, and
will try to be brief, as well, today.

| also happen to represent as one of our
subsidiaries a lighting services conmpany, which is
related to sone of the coments that you -- you
heard earlier.

On the -- on the first issue, which is
the need for programs, | will add our voice to the
many voi ces that you've heard today, that there is
a continuing need for these prograns past the
transition that has been identified. | think

energy efficiency is, and has proven to be good
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public policy, not only for econom c benefits,

whi ch Rich Ferguson has pointed out and I -- I'm
very intrigued by his analysis because it does not
represent participant benefits. |n other words,
that -- that seven and a half cents a kil owatt
hour that he is tal king about is benefits to the
overall system from an econom ¢ standpoint, in
just the lower price for kilowatt hours.

And | think that should be explored in
terms of the econonic benefits that energy
efficiency brings to the overall system but al so
because of the externalities that everybody's
tal ked about, and that continue to be very
important to the -- to the state and to the world,
in terms of the environnental benefits and ot her
benefits.

But narket barriers still exist in our
mar ket pl ace, and, as well, the nmarket structure
i nvol ving suppliers and custonmers is stil
fragmented and i muature. And that's one of the
reasons why public policy is well served by
continuing to support and try to overcone these
barriers.

As we go to administrative structures, |

thi nk that our principal guidepost and the
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principle that you should consider while witing
the report is to mnimze adnministration, and
encourage the natural nmarket to operate, which are
cust omers naki ng deci sions to inplenent energy
efficiency, as well as suppliers naking decisions
to supply and naki ng noney at -- and profit, that
evil word, profit, in actually supplying those --
t hose servi ces.

| also think an inportant part of the
adm ni strative structure that you shoul d consi der
is not to ignore the value of the existing
expertise and notivation within the utility
administrators. One of the things that | have
cone to appreciate is that the utilities, as
t hey' ve admini stered the prograns over a |ong
period of tine and under a very different
regul atory framework, have acconplished incredible
results. Not only in terms of the actual savings
t hat have been produced over the years, but also
internms of the creation of progranms, and
actually, in many cases, the inplenentation of
t hose prograns under that nodel

They' ve al so made very significant
progress, | feel, in the |last several years, the

| ast couple of years, since AB 1890 was -- was
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passed. They have successfully, or in many cases
made substantial progress towards noving away from
a program i npl enentati on and command and control
and design, and much nore towards a program
administrator. And | think they should be
conplimented on the progress that they've nade
towards -- towards the -- towards beconing
admi ni strators rather than inplenmenters.

| also want to point out an issue which
is sometimes -- |'ve been thinking about, and I'm
not sure whether | have it all right, but even if
you do shift admi nistration of these energy
efficiency programs away fromthe utilities,
there's still a conflict, and nany people point
out that this -- you've got this inherent conflict
that you want to sell nore kilowatt hours, how can
you possibly do a good job of saving kil owatt
hours. But even if you do shift the
adm ni stration of these prograns away, the
conflict still remains.

So conbined with the adm nistration of
ef fective energy efficiency prograns, there needs
to be a coupling of -- and exani nation of the
regul atory aspects. And this is where you, the

Commi ssi on, should work very closely with the
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paral l el conmission which is -- will continue to
regul ate the distribution conpany, and try to make
sure that froma future regulati on standpoint,
that the utilities are at least neutral, if not
positive, towards the inplenentation of energy
ef ficiency.

| think the other reason that the
utilities will be inportant is that they wll
continue to be, even as utility distribution
conpani es that are not involved with the
generation of Kkilowatt hours, they'Il have an
inmportant role with the custonmers as both a
credibility source, as well as a continuing
responsibility to service those custoners. 1'm
not one to say that the best way to admnister
these progranms is the utilities, but I think in
your difficult task of |ooking at the future, that
we shoul d take advantage of sone of these -- sone
of these val ues.

| also think that the solution that you
m ght al so consider is that there may be different
nodel s, different administrative structures for
di f ferent narketplaces. The market actors and the
-- the barriers that are present in different

markets may call for different type structures. |
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know recently, since many of our menbers of the
Nat i onal Association of Energy Service Conpani es
service the residential sector, they see a nuch
nore inportant role that the utilities serve, as
the source of information for the smaller
custonmers. \Wiereas in the larger conmmercial and
i ndustrial sector, the utilities are not as
i mportant as a source of information, but have
been effective adm nistrators. So you mi ght
consider different nodels for the different --

di fferent types of markets.

As far as transition issues and things
that you shoul d consider, or we suggest that you
consider, | agree with many of the speakers from
earlier, and especially with the Iighting conpany
representative, that continuity and stability are
very inportant in the narketpl ace.

The project devel opnent cycle for our
business is a very long one. W start, and sone
peopl e have given exanples of contracting with the
CEC. | -- | parallel ny own experience of
contracting with private custoners, when it cones
to both convincing themthat energy efficiency is
okay, and then ultimately getting their attention

| ong enough to sign a contract. So the project
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devel opnent cycles are |ong.

I ndustry investments, which nmy conpany
i s maki ng and other of our nenbers are naking in
this industry and in the narketplace, are based on
long termdesires, and |ong term goal s of
profitability. So my suggestion is that you al so
all ow the programs, as they get instituted, tine
to work.

| think that you should al so consider
continui ng progranms that involve private
providers. Cbviously, that's an inportant part of
the goals that ultinmately you have, and the

St andard Performance Contract is one of those

programs. One of the -- sone of the factors that
lead ne to that conclusion is -- one is we provide
conpr ehensi veness. W do provide -- when we go

into a building, we look at all of the
opportunities for energy efficiency. And so we
gat her sone of the |ost opportunities that sonme of
the other segments might lose if they just go in
and, for exanple, retrofit the Iights or retrofit
the chiller, versus |ooking at the building as a
whol e.

We al so provide creative solutions. In

many cases we conbi ne technol ogi es and we | ook at
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ways in which technol ogy can be put together in a
creative way to solve not only the energy issues
of the buildings, but -- and the users, but also
their operational issues.

We al so represent a part of the industry
that stands for nmeasurement of savings. So when
we inplenent a project, nost of our projects are
based on actually delivering those -- the results
of the actual savings, and standing by those,
either in a guarantee or in a performance based
contract.

And | -- | was witing notes down here,
and one of the previous speakers stimul ated
sonmet hing else, and that is | think the ESCO
i ndustry also represents a very effective
mechani sm for introduci ng new technol ogy. So as
new t echnol ogi es are -- are proven in the lab or
denonstrated in pilot prograns, the ESCO industry
iswilling to take risks because of their
experience and their famliarity with technol ogy
that individual customers might not be willing to
take. And so as a performance contractor, and as
that mechanism it mght be an effective thing to
consi der as you go through your deliberations.

| think in closing, | want to just point
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out that I -- I will not respond to M. Link's
comrents about the relative nmerits of the rebates
and the Standard Performance Contract. Although
di sagree with his concl usions, he had some very
i mportant input that | think you need to consider
And | think there will be anple opportunity in
future workshops and future parts of this report
to exam ne the specific programissues. | think

we agree on a lot nore than we disagree on

So, again, | appreciate the opportunity
to address you, and I'Il be available for
guesti ons.

PRESI DI NG MEMBER LAURI E:  Thank you,
Ri ch.

M. Mller. NRDC

MR MLLER  Good afternoon. M nane is
Peter MIler. I'mrepresenting the Natura
Resources Devel op -- Defense Council. And
everybody el se gets it wong, | guess it's about

time | got it wrong.

(Laughter.)

MR, MLLER. And thank you for the
opportunity to speak today.

What faces the Conmi ssion now is an

enor nobus opportunity. But it's an opportunity
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that is easily squandered. |'mtrying to think of
an apt netaphor, and | think -- let me try one
out. It doesn't quite hang together, but fromthe
di stance of 90 nmiles, | think it's possible to
| ook at the energy efficiency prograns that have
been run under the aegis of the PUC over the past
15, nearly 20 years, and as if it were a big white
ball that -- up in the air, and all the parties
over there have been able to keep it up in the
air. It looks so easy froma distance, that it
nust be a bal | oon.

And when it's passed over the Energy
Conmi ssion, the perception mght be well, here it
cones, don't worry, it's a balloon, it's kind of
floating by itself, and it's easy. But it turns
out that that's an egg out there, and it's
actually been taking quite a bit of effort and
skill to keep that thing alive.

And it can be easily dropped, and once
dropped, not recoverable. And | think it's
i mportant to recogni ze that these progranms are
sonmething that will take a trenendous anount of
effort, skill, and expertise to keep in the air.
And while all parties included agree that there's

a tremendous need for these prograns without the
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political consensus and support, and record of
success that -- that we've enjoyed in the past,
that continued funding is not assured. And
continuation of the prograns is not assured.

And so | think it's inportant to
recogni ze, to -- to give appropriate weight to the
effort that it's going to take to continue with
t hese prograns.

| think it's also inportant to recognize
the record of success that we've enjoyed, and not
to dimnish that in any way. W were one of those
environnental NGOs that pronoted the prograns and
have supported the progranms over many years. And
in no way do we feel that there's been a failure
as a result of that effort. And in fact, conpared
to other environnental progranms, other public
progranms that have been funded and supported over
many years, we think that energy -- the energy
efficiency progranms in the state, in particular
have -- can hold their record up and -- with
pride. | think we've acconplished a trenmendous
amount, and we've really set both a national and
an international nodel to be enul ated, and hold
t he best promi se for achieving the goals of Kyoto

and protecting the planet from gl obal change,
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gl obal environnental change.

So | think we've got an inmportant record
of success. W' ve saved a trenendous anount of
energy. W' ve saved a trenendous anount of noney.
W' ve protected the environnent, and we've
transformed markets, both in the state,
nationally, and internationally.

G ven this record of success, and the --
the fragility of the prograns, and their uncertain
future, | think that the byword shoul d be
evol ution, not revolution. W've got a record of
success, let's nove forward, let's continue to
make changes, and there have been conti nuous
changes in program design, in program
admi ni stration, over 15 to 20 years that they've
been in place.

I've heard people refer to business as
usual , energy efficiency business as usual, DSM
There's no such thing. It's -- there's been a
continual change, and there is no traditional way
of doi ng things because things have changed pretty
dramatically, if not every year, then every other
year. So | think it's inportant to enphasize
continuity and stability, and particularly so in

this state, in which there's always new i deas and
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-- and innovation around the corner

So let's not discourage the new
i nnovation, new ideas. Let's harness them but
let's do it in a stable framework that can all ow
the market players and the industry to thrive.

On that note, where are the -- the
| eadi ng -- where should we focus in the years
ahead, and | think I'd offer three highlights.

One is national collaboration. The
bi ggest opportunity in terns of program design
that's facing us in the years ahead is the fact
that there are other regional and national
organi zations in place, with funding, running
progranms that are interested and already in some
cases collaborating with the California prograns.
We can achi eve a trenendous anobunt by working with
t hese groups. The Northwest Alliance, the
Nort heast effort, national programs through EPA
and DOE, and el sewhere in the country, there's new
fundi ng avail able in New York, New Jersey, other
states, and there's a trenmendous anmpunt that we
can acconplish by working together

We have a fair anount of nobney avail able
for prograns here, but we can |leverage it by

wor ki ng wi th other groups.
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Mar ket inplenentation. Take advantage
of those nmarket actors, and you've heard from sone
of themtoday. W've got a -- | think beyond a
fledgling industry. W've got an industry that's
getting up and running, that can acconplish a lot.
Use them Work with them Use narket actors to
i mpl enent prograns. Help them devel op, help them
stand on their own two feet.

And, three, program coordi nation. As
the people in this roomand on the panel are well
aware, there are other prograns that we need to
coordinate with. Title 24 building standards
program the PIER research program and the
Renewabl es program Al of which have aspects
that woul d benefit from coordination with energy
ef ficiency program and vice-versa.

On the question of administration. The
-- | don't have a solution or a proposal to offer
today. But the one point I'd Iike to nmake is that
the -- the distribution utilities, | believe, wll
have a role to play in the future. They are going
to continue to provide, to distribute and be the
peopl e that control the wires that deliver
electricity to homes, and they are the peopl e that

-- they are the conpany, the institution that if
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sonmeone has a problemwith their electricity,
they're the first person they're going to call
If they have a question about energy efficiency,
they're going to continue to call them If we
want to incorporate the benefits of energy
efficiency into distribution system expansi on and
pl anni ng, they're the people who are going to have
to play a role.

So there is an inportant and essenti al
role for utilities to play. They're part of the
market, they're part of the industry, and they --
| guess the final point, there's a tremendous
amount of expertise and experience and stability,
in ternms of administering prograns. So | think
it's inmportant to consider and to fully val ue that
role.

That's all | have today. |'d be glad to
answer any questions.

PRESI DI NG MEMBER LAURI E: Questi ons of
M. Mller. M. Abelson.

MR, ABELSON: | have just a quick
guestion on the coordination with other prograns.
You mentioned the renewabl es program and earlier
today one of the speakers also nmentioned the

i mportance of not overl ooking distributed
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generation as it applies to energy efficiency.

As | understand the way AB 1890 was
witten, the renewabl es programonly has a four
year life, at least in terns of that |egislation
Do you believe that this Conmission is part of
what ever it's tal king about and the transition
report for energy efficiency ought to in sone way
suggest there's a need for continuation in the
di stributed generation, or renewables, as it
relates to energy efficiency?

MR MLLER |'mnot sure that this
report is the appropriate place to ask for
continued funding, but | think it would be
val uable to point out the potential synergy froma
renewabl es program and an energy efficiency
programin the future.

MS. LEWS:. | have a question. You
tal ked about national collaboration --

PRESI DI NG MEMBER LAURI E: Kae, would you
use the nicrophone, please?

M5. LEWS: ©Ch, |I'msorry.

You were tal king about nationa
col l aboration. Are you talking about sonething
nore than say just sharing i deas on program

design, or are you perhaps referring just to
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actual, you know, regional type prograns?

MR MLLER The latter. | believe that
there's a trenmendous opportunity, first by
starting with sharing programideas. And not just
program i deas, all aspects of the effort,
neasur enent and eval uati on, adninistration and
progranms, but the inplenentati on across regions,
across states, and nationw de. Yeah

MR, MESSENGER: As has al ready been --
one of the issues that | think is a typical one
for us to westle with in this report is to what
extent we shoul d consider funding for |oad
shifting prograns, as opposed to the nore
traditional energy efficiency progranms. And -- or
whet her that function should be left to the UDCs,
internms of the way that they manage the -- the
|l oad on their distribution system

Do you have any policy position one way
or the other in terns of whether we shoul d be
| ooki ng at devoting nore funding towards | oad
shifting prograns as opposed to strai ght basel oad
efficiency?

MR MLLER | think that this is an
i mportant point. It brings up a very inportant

i ssue about the objective of the prograns, the
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goal. And | think it's inportant to be clear that
t he objective of the program shoul d be energy
savi ngs. Savi ng energy, because of the benefits,
econoni ¢ and environmental benefits that that
provides. The goal should not be a nmarket
transformati on. The goal is not understanding
markets. The goal is not helping a utility nanage
its -- its distribution system The goal is
energy savings, because of the econonmic and
envi ronnental benefits that provide.

There are a variety of tools to that,
and | see narket transformati on as one of those.
But in general, we should be trying to acconplish
as much as possible for as little as possible.
Leverage our available funds to acconplish as nuch
as possible. And if market transformation
theories provide a way to do this, then that's
great.

| don't see load shifting as providing
those -- those essential benefits. | think that
there are also concerns in terns of the likely
sectors that that would be provided in, since from
ny experience, that the greatest potential there
isreally in a large commercial industrial sector

and there's little real opportunity in terms of
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residential benefits.

But I'mwlling to be open nminded on
t hat .

MR WLSON: Peter, Congress is
currently considering restructuring |egislation,
and different bills have different elenents, and
Public Goods elenents in them Do you think the
Conmi ssion should use this report to take a
position on sort of a national Public Goods Charge
for energy efficiency, and use this as an
opportunity to urge the Legislature and the
CGovernor to take a position?

MR MLLER | don't knowif that's --
if it's the appropriate place. | guess ny initial
t hought m ght be to keep the report focused,
you've got a lot to do in the next six nonths to
get this report -- | take it back, not six nonths.
| think it's about five nonths, or maybe four and
a half. Time is ticking.

(Laughter.)

MR MLLER So if you can get the
report done in time and you have a couple of extra
weeks, sure.

(Laughter.)

PRESI DI NG MEMBER LAURI E:  Thank you,

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

164

Pet er.

You know, | was much relieved when you
wer e di scussing your anal ogi es of balloons and
eggs flying over the Commi ssion. Normally, when
t he Conmi ssion | ooks out on the horizon and sees
itens floating towards it, they are nornally
either in the formof a large bird, or in sone
cases giant el ephants, and so when we only have
eggs flying over we are much relieved.

(Laughter.)

PRESI DI NG MEMBER LAURI E:  Thank you.
Timing is an issue. This is Septenber. This
report will not be late. So we do not have siXx
nont hs, we have two to three nonths to get this
baby witten. So tine is an issue.

Thank you, Peter, very much.

MR, MLLER  Thank you

PRESI DI NG MEMBER LAURI E:  Thank you.

Tony Dunn, pl ease.

MR. DUNN. CGood afternoon. M nane is
Tony Dunn. | represent the Sierra Energy Center
which is a new rural energy efficiency center that
just opened up in Sonora. |It's a partnership
bet ween Pacific Gas and El ectric and the Economic

Devel opnent Conpany of Tuol ume County. So you
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can probably inmagine nmy --

PRESI DI NG MEMBER LAURIE: |'m sorry,
partnershi p between --

MR DUNN. Pacific Gas and Electric and
t he Econoni c Devel opnment Conpany of Tuol umme
County.

PRESI DI NG MEMBER LAURI E:  Thank you.

MR, DUNN.  And ny salary cones directly
fromthe Public Goods Charge, so | think you
probably know where | stand on the future of the
prograns.

(Laughter.)

MR, DUNN: | think they should be ended
i medi ately. The noney could be better spent
el sewhere. Never nind that.

Actually, | come here with nore --
actually a lot nore questions and concerns than |
do coments, but I'mgoing to limt nyself nostly
to the comments, because | have the inpression
that nobody really has a | ot of answers yet to the
guestions and concerns | have.

But | do have sone concerns as far as
the administration of the energy efficiency
progranms in the future. As a snall, rura

comunity |'m concerned about the way that
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progranms will be evaluated as far as their
viability in the future. |If it goes strictly on a
dol I ar spent per kilowatt hour saved for prograns,
it's really going to be a problemfor rura
comunities such as Sonora and a | ot of other
areas in California, because we really don't have
very many people, except that the people are
contributing to the Public Goods Charge. And if
progranms aren't avail abl e sonehow to represent
t hose people, then that's noney that's |eaving
their econony that they're contributing to, but
they're getting little or no direct benefit from

And | think that that needs to be
considered in how the programis adm nistered in
the future, with respect to how the decisions are
made, who deci des and how, what criteria do they
deci de, of what energy efficiency progranms are
viable. Wwo is going to be funded, and who is not
going to be funded. And |I'mnot particularly
concerned in the short term | was told
explicitly when | was hired that we had noney for
maybe a couple of years, and then it was going to
be a different world and we didn't know what that
was.

So I'm not concerned about ny own
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personal future, but | am concerned about how --
how -- what sort of fair and just systemfor
di stributing these funds, how people are going to
be represented, and what the criteria for
representation of what these funds is going to be.

One of the advantages of the Sierra
Energy Center is that as a partnership -- | don't
actually work for PGE, | just want to nmake that
clear. As a partnership with the Econonic
Devel opnent Conpany, our goal is energy efficiency
t hr ough economi ¢ devel opnent. So we are wor ki ng
very hard with the businesses in Tuol ume County
to devel op their -- devel op the econony, not
ranpant devel opnent, but to use energy efficiency
as a tool to boost the business of the contractors
and the retailers. And at the sane tine, to save
noney for the commercial and residential consuners
of electricity.

And | think that's really a dynanic
nodel that, to ne, has really struck nme as a
stroke of genius. It has provided us with access
to so nany people and so nmany tools, and that
we' ve been so well received. And | think that
that's sonething that you mght want to consider

as incorporating, that energy efficiency doesn't
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have to stand al one as the approach to this
program By tying it in with econonic devel oprment
in Tuolume County, we've net -- we've only -- we
opened a nonth ago, so, but in that nonth, we've
nmet with incredible success. People are really
i nterested because we offer themnot only a way to
be energy efficient and save noney through that,
but also a way to devel op the econony of the
county and of the businesses.

So we're offering people, as you know,
the market is not necessarily rational when you
try to tell people the way you can save nobney by
doi ng these energy efficient retrofits, and they
don't necessarily buy it. They -- but we're
of fering them sonet hing el se, sonething
synergistic. W're getting people excited about
the fact that we're working with the econony.
We're working with the businesses. It's a snal
community. Everybody knows everybody. And they
want to participate.

So the point is that don't think of
energy efficiency as sonmething that's by itself.
It's part of a greater picture. |It's part of the
whol e conmunity. And in other areas, in other

markets, it may not be econom c devel opnent that
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is the key to tie it in. It may be something
el se. But however this programis adm nistered
and however you think about it, please do not
t hi nk about energy efficiency as some sort of
stand al one issue. It can be nuch nmore successfu
if youtie it in with another issue that it can
synergi ze with.

And | also wanted to coment a little
bit about the role of the utilities, and the
future of the program Sonme comments have been
made. The inpression that |'ve kind of gotten
and | may be wong, and | don't -- necessarily
don't want to stigmatize anybody with a particul ar
viewpoint. But | -- it seenms to be the industry
peopl e who are saying well, the utilities have a
role. And what | hear fromthe governnmental side
is nmore that that's not really considered, it's
nore thinking about setting up a non-profit or
doi ng somet hi ng gover nnent al

And | just want to share my personal
experience. Wrking with Pacific Gas and
Electric, is that | have been extrenely inpressed
with their commitnment to energy efficiency and
energy efficiency programs. And | see a lot of

problens in setting up a new organi zati on, whet her
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it's governnental or a non-profit, in dealing with
t hat .

The first one is whoever you use, they
do not -- whoever, whatever future nechani smyou
choose to use, whoever it will be will not have
the history of custonmer contact and consumer
dealing that the utilities will have. And that is
going to be an issue. The utilities have
devel oped years and years of experience dealing
with the consumers in energy efficiency prograns,
at all levels. And P&E, | can't speak for the
other utilities, has, to ne, anyway, denonstrated
an incredible commtnent to providing good energy
efficiency services to the customers.

I'm not advocating that they naintain at
the way the programs are. But | just want to say
that they have done, in ny opinion, a very good
j ob.

And | think in the future, they --
they're going to have to participate at sone
| evel, maybe in a transition, maybe you w Il want
to go to a non-profit organization, or a
governnmental agency -- | hope not a governnenta
agency, personally -- to oversee it. But | think

that they need to be involved in the transition
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I think that, as sone of the industry people have
been saying, that the stability and continuity is
extrenmely inmportant, and that just wenching the
program from bei ng adm ni stered by the utilities
to sonmebody totally different is going to cause a
di scontinuity which will cause a |ot of problens.

I amsort of on the front lines. M job
is to get the Public Goods funds to the consuner.
| talk to the businesses, | talk to the
resi dential custonmers and say there are prograns
out there that can help you get energy efficient,
that can provide you with tools and resources and
financing. And by changing that structure
overnight, it's going to nake it confusing. For
me, | can handle it, but it's going to nake it
nore confusing for the custoners who say well, |
understand there's a rebate program on
refrigerators. Onh, that's gone now.

And | know there's been a | ot of changes
over the years, you know. |It's a constantly
evolving thing. And that is -- causes confusion
And that is one of the contributing factors why
participation maybe is not at the level that we'd
like to see, is because there is a |ot of change

constantly. And by making a major change in the
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short period of tinme, | think it's going to have a
negative inpact on energy efficiency prograns.

Anot her question | have is no matter who
adm ni sters the program whether it's the
utilities or independent operators, or whoever
success in market transformation neans their
demise. | think you need to realize that. M
job, ny goal is to really put nyself out of
business, and | realize that. | want to see
energy efficiency be such a part of the econony in
Tuol ume County that |'m not needed anynmore. |'l]
get a job with the CEC or sonething like that. Do
sonet hi ng el se

But if you start a non-profit conpany to
do this, they're -- if they are successful, truly
successful with market transformation, whatever
that is, and | certainly don't know what it is,
then that neans that they will cone when they go
out of business, or should go out of business.

And as a governnental agency, we know how -- how
eager governnental agencies are to put thenselves
out of business. Even the utilities, |I'msure
that they wouldn't want to see thenself put out of
busi ness.

Whoever runs this, you have to
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consciously realize that success neans an end to
their job. And that has to be built in sonehow,
sone recognition of that, that gives them an
incentive to be successful. | don't know what,
you know, job retraining or sonething |ike that.
But nobody, you know, it's not going to take
sonmebody that's very bright to get involved in
this and realize, god, if we really do this job
"Il be out of a job. So please consider that.

And those are kind of a scattering of
coments, but those are all | have.

Thank you.

PRESI DI NG MEMBER LAURI E: Thank you, M.
Dunn. Thank you, sir. Conments are appreciated.

Chris Chouteau, PG&E.

MR CHOUTEAU: Cood afternoon
Conmi ssioners and staff. Some old friends, and
sone new faces.

Just a couple of quick coments. First,
| think because of the charge you have to wite
this report, which has the potential to shape
energy efficiency for the next leg of the journey,
however |l ong that nay be, that it be inportant and
i ncumbent on you to really do due diligence about

what it is you're receiving.
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And to give you the good news, when |
think of Peter MIler's egg, it's actually not
com ng at you through the air and you're figuring
out how you're going to catch this thing w thout
getting it on your face. It's trucked to you
It's nicely, carefully packed, refrigerated
trucks, very large big rig, $250 mllon big rig.
VWhat | want you to know is it doesn't handle |ike
a Ferrari. You know. If you want to nake quick
turns, quick acceleration, deceleration, you're
going to smash the eggs in the back for sure.

It also is perishable. It doesn't park
well. You want to park it, leave it overnight,
and figure the theory out, the eggs are going to
be no good by the tine you get themto the
consunmers. So you've got to keep the rig noving,
you've got to realize that it's big and steer it
slowmy, with some kind of longer vision down the
road, |onger lead tine.

The second thing I want to talk about is
custonmers. | missed a couple of hours this
norning, so | don't know if you've heard froma
customer, but I'Il bet you haven't. And these
proceedi ngs aren't custoner friendly, and yet

custonmers are where these programs succeed or
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busi ness, but it's the custoner naking the
decision in the end that really makes us
successful or not successful

So | think it's really inportant that
you find a way to get the custoner input. And
t hese hearings are, you know, these hearings are
difficult for custoners to deal with

So | have some ideas about that.
There's a ot of narket data, there are focus
groups that, you know, and current administrators
have data. But | think it's also inportant that
you hear from custoners and find ways of, you
know, through letter, through witten conments,

t hrough outreach, to incorporate their concerns
and their thoughts about this change.

The third thing | wanted to tal k about,
mar ket players. And you've heard from them today.
They're really key to the success of these
progranms. The energy service conpanies, the
vendors, the manufacturers, the contractors, the
retailers, these are people who build their
busi nesses on the decisions that you're going to

make. And the businesses, like that big rig,

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

176
don't steer quickly and deliver a good product
efficiently. They need lead tinme. And, they have
critical expertise. They have critica
capabilities. They know the markets. You know,
they are a really inportant part of this process,
and they need to be |istened to.

Then there are the administrators. So
you're listening to one. The adninistrators are
going to have |ots of opinions about what you
ought to say. And we have a lot of interest, so
we're going to have our own interests, we're going
to be, you know, we're going to be tooting our own
horn and, you know, we're going to be putting that
before you. But what | want to say today is when
you think of administrators in the future, whether
it's, you know, involves sone of the current
admi nistrators or not, | want to say what | think
nmakes for a successful administrator are clear
goal s, neasurabl e objectives, incented
performance, and that you pick adm nistrators who
have know edge and credibility in the markets and
with the players that you want themto succeed
with. Which include the nmarket players, include
the think tanks, the place where the technol ogi es

cone from the custoners, the regulators, the
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And not |east, the regulators and the

role of regulation in this. | think the

regul ators have been very key to this process in

terns of being the focal place where direction

gets set. You know. W all have opportunities

every day to set direction, but

f we, you know,

177

the only -- the only place where everybody in this

roomlines up is at this table.

That's the only

pl ace. Once we get out that door, we have a

hundred different conflicting priorities, and

we're going to work it a hundred different ways.

This is the only chance you have to set one clear

direction for everybody in the room

And al so, this is the place where you

ought to neasure the results, and this is the

pl ace where you ought to reward the performance.

That's really what's key to the oversight

functi on.

And the last thing | want to say is that

you won't hear fromall the adm nistrators today,

and they're here in the room You're going to

hear fromthema lot. But what

want to say is

they're also available to you for just data

kay. Because they do have a | ot of data about
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what's going on right now, and they want to nake
that available. They're going to give you a | ot
of opinion. I'Il give you a lot of my opinions.
But you need to realize that they're also
avail able to you for just straight information
you know, about what's in this rig that's coning
your way that you're going to run and own.

That's it. Thanks.

PRESI DI NG MEMBER LAURI E:  Thank you,
Chris. Thank you.

MR, MESSENGER: | just have one
guestion. It has to do with your anal ogy of
trying to nake sure that the rig is nmoving and
steering slowy, as opposed to taking radica
turns to the left or the right.

If the Conmission were to take that
seriously, do you think it's inportant for us to
gi ve a general sense of what kinds of programs we
want in this transition report, so that the new
adm ni strator would have a year and a half, let's
say, time -- lead tinme before they actually took
charge on January 1st, 2002? O would you --
woul d you caution us not to get too detailed in
terns of what kinds of prograns we're | ooking for,

and | et that evolve over the next 18 npbnths, let's
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say.

MR, CHOUTEAU. | really encourage you to
be as clear as you can in this report about the
kind of directions you think the state ought to be
studying. Cear objectives, overall objectives
that really unify this community and what we're
delivering. That's very hel pful.

A year and a half down the road is
actually only about 125 feet. So it's not enough
You want to tell ne to turn in the year and a
hal f, it's not enough. So you need nore |lead tine
than that. And | think you'll hear that from
custonmers and ot her market players.

MR, MESSENGER: Thank you.

PRESI DI NG MEMBER LAURI E:  Thank you.

Anybody el se desire to offer thoughts or
comrents to us this afternoon?

MR, GUSTAVSON: My nane is Dale
Gust avson, and I'mkind of playing two roles
today, principal of D. A Gustavson Conpany, Energy
Ef fi ci ency Consultant, and al so here representing
Pent on Medi a, publishers of Contracting Business,
the | argest mamgazine in the HVAC contracting
i ndustry; Heating, Piping, Air Conditioning, the

| argest in the nechani cal engineering field; and
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Energy and Environmental Managenent, which is a
nmagazi ne witten by and for property and facility
managenent prof essi onal s.

Let me start with just some personal
conments, perhaps just to be provocative.

Wth regard to adnministrators and
concern about them being put out of work. | think
t hey have a tremendous opportunity to put
t hemsel ves out of work, because if they are very
successful they will create an industry and a
market in which they can go to work in a private
sector capacity and live happily ever after. |
nmean, if that isn't enough incentive for nost of
the folks in the roomthat really believe in al
this stuff, | don't know what is.

Wth regard to administration. However
you cone down on the issue, and I've -- I'mon
record as stating this before. | believe that
whoever admi nisters the funds cannot be
positioned, even accidentally, as nore credible
and nore visible than the private providers of
t hese goods and services. It has to do with the
fact that buyers and sellers kind of need to get
toget her and learn how to buy and sell, and the

sellers need to be credible; in fact, so credible
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that they're trusted.

And for that reason, not -- | have been
at least trying to make the point that utilities
shoul d not continue to admi nister the funds. Not
because they're bad people, not because they don't
have expertise, and not because they don't bring
an awful lot to however we do this next. Hire
them Use their expertise in other ways. The
utilities thenselves will never vani sh from our
view. They are still there. And as long as they
are seen as nore credible by the buyer, or a
source of noney for the seller, the two don't
create narkets. They sinply rely upon
i ntervention.

So | am-- so that's provocative
qguesti on number two. O coment nunber two.

Three, again, just speaking for nyself.
In a subcomittee hearing that | had the pleasure
of participating in, Senator Pease said sonething
along these lines. This is not a quote. |'m not
sure we're here to prop up the energy efficiency
i ndustry. | would caution that as you take up
your charge, that you're careful not to prop up
the electric power industry, as it restructures,

by marketing energy efficiency under the nane
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energy services. Even using that technology -- or
t hat tern nol ogy.

It already happened today. There was an
acronym used, ESP, Energy Service Provider. And
in fact, energy efficiency is provided by a whole
sl ew of people, the kind of people that provide
the services that Guy Nel son nentioned. You talk
about safety and health and confort, and
productivity. These -- these goods and services
are provided by a whole slew of other narket
actors that -- that Loren nentioned. W've got
HVAC contractors, we have electrical contractors
like M. Link. W have industrial hygienists and
i ndoor air quality specialists, and |ighting
conpani es, and nechani cal engi neers and el ectrica
engi neers. Building engineers. A whole slew of
peopl e who are part of the infrastructure.

And so when we start saying we're

providing energy services, and I'mjust a private

sector guy, and I'm-- I'mthinking if | -- what a
mar keting edge | would have if ny -- if I'man
energy provider, but all the -- if | can create

the inpression in the narketplace that an air
condi tioning systemis an energy system then who

woul d -- who would you call if you're the
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consuner, and you've got a problemw th your
energy systemthat provides cooling. You call the
ener gy conpany.

| think -- real careful because as Loren
has pointed out, there is this huge
infrastructure. There's 90,000 HVAC contractors
in this country with payroll. There's about a
sane nunber of electrical contractors. | don't
have the nunbers on the nechanical and electrica
engi neers. They are all buying and selling to one
anot her. They're whol esal ers or manufacturers.
Energy efficiency can be sold under lots of
different names. And bundled a |lot of different
ways. |f we could nove all of those people one
foot, that would cost a lot less than trying to
start a whol e new i ndustry, under a whol e new
nare.

So |, you know, | just -- and that --
that part was kind of the speaking on behal f of
the three nmagazi nes, who live in those worlds and
understand that nost of the folks here, nost
utilities don't go to those associ ati on neetings.
They don't go to those national conferences. They
aren't engaged with the industry |eaders. They

are -- you have an opportunity to structure
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what ever you do not only acknow edgi ng that they
exi st, but by finding ways to engage themin the
process.

PRESI DI NG MEMBER LAURI E: Thank you, M.
Gustavson. Comments are appreci at ed.

We have a gentlenman in the back that
wanted to speak to us.

Anybody who desires to speak who has not
as yet spoken.

MR, NELSON: Thank you, Conmi ssioner,
for the opportunity to speak again. | just wanted
to respond on one point that came up twice in the
afternoon. And M ke Messenger of your staff
poi nted out that you're | ooking closely at it.

And | felt that a bal ancing comment was due on it,
particularly since we are conmenting directly to
the Uilities Comr ssion on this question of |oad
managenment and peaki ng.

So if | were to phrase the question --
this is WIl Nelson for Residential Energy
Ef fici ency O earinghouse. Should PCG funds and
shoul d the EE progranms be addressing | oad
managenment strategies. Qur answer to that is
unequi vocal Iy yes, they should be. This should

not be regarded as an either/or question, or sone
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sort of alnost libertarian narket ideol ogy that
says pricing is going to solve this problem

If we've seen anything in energy
probl ems and energy crises in different eras is
this -- there is a certain anmount of inelasticity
to the problems in the markets, and the demand
uses. So we -- we do, just to be brief, there is
a planning function that's due. There are
strategi es, and there should be a public sphere of
strategy in this area to address it.

I would al so have to say | believe that
there are many unt apped and undi scovered
opportunities in the residential sector, smal
conmer ci al sector, many ot her sectors, that can
contribute to alleviating the peak demand
problenms. And I'd have to again say it would be
an unacceptable roll of the market dice for the
regul ati ng agencies to not address this question
with the EE funds, and | think you would find a
ot of the public quite surprised that this issue
is not being addressed, at |east at sone |evel
and it is not very nuch, at this point. And we
found, after two years of evolution, program
design evolution, we reached the point recently

where we saw so little effort being nade in this
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| oad managenent area that we've addressed it, and
we're elevating it as an issue at the Uilities

Conmi ssion itself, currently.

Thank you.

DEPUTY DI RECTOR MATTHEWS: WI I, | think
Peter left, but et nme -- what -- Peter's reason
for saying -- and if Lenny Gol dberg was here

t hi nk he'd be naking the sane argunent Peter nade,
at least |'ve heard himmake it -- the -- | nean,
I"msorry. Lenny would be agreeing with you. But
Peter's argunent was well, the purpose of energy
ef ficiency Public Goods Charge programs is to save
energy. Load shifting is just that. Doesn't
necessarily save energy, just changes the tine of
day that it's used.

What's your response to that? Are you

seeing a different goal for the prograns?

MR NELSON: Okay. | think his analysis
is very limted, very narrow |'ll give a couple
of exanples. |Is there not in fact substanti al

i thedded energy costs, inbedded econonic cost to
buil di ng an additional peaking plant? Are there
not, in fact, econonmic costs and health costs to
el evated ozone levels and particulate levels, if

we have a much -- much nore el evat ed peaki ng
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i ssue? Are there not economic costs to surging,
bl ackouts, brownouts, to increasingly sensitive
and sophi sticated el ectronic and ship based
equi pnment ?

Those are just three. | think there are
very substantial econonm c savings, and the energy
savi ngs, when we | ook at an inbedded analysis to
managi ng the peak probl em

PRESI DI NG MEMBER LAURI E:  Anybody el se
desire to give thoughts?

MR, FERGUSON: Thank you, M. Chairman
Ri ch Ferguson, fromthe Sierra dub

I"d just like to take a minute to
clarify one of ny comrents. |In talking to staff
at lunch time, and listening to the conments, |
realize that ny presentation today was based on ny
readi ng of AB 1890, which says that these funds
are intended for cost effective energy efficiency
and conservati on.

And | think if, you know, to the extent
that the prograns are designed to reduce | oads
cost effectively, those can be accurately
quantified, and | think the independent non-profit
nodel for adm nistering those prograns is the

appropriate one. But you've also heard peopl e who
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want noney for education, noney for university
research, for econonic devel opnent, a whol e ot her
host of things that | don't think you can
quantify, that the [oad reductions that are going
to accrue fromthat -- those prograns.

| do not think that the non-profit node
is the right nodel for admnistering those Kkinds
of prograns. They're quasi-political in nature,
and ny guess is that they should stay in the
Commi ssion. So | subnit that one of the things
that you should ponder in this report and nmake a
reconmendation on is how nmuch of this nmoney is
going to be used for actual quantifiable cost
ef fective | oad reductions, and how nuch of it is
going to be, what shall | call it, softer prograns
designed to research -- what was that, theory
based mar ket transformation or education or
conmuni ty devel opnent types of things.

And you might actually consider two
di fferent adninistrative approaches for those two.
One, as | suggested, a | SO nodel under the
oversi ght board, and another one in the program
di vi sion of the Conmi ssion

So, thank you.

DEPUTY DI RECTOR MATTHEWS: | have a
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guestion. When you said that | was a little
troubl ed by how you said it, and | interpreted it
particularly at -- and you just said it again, and
| think I got right.

You said the | SO oversight board is a
nodel that we should | ook at, and some kind of
Ener gy Commi ssion non-profit in the same kind of a
relationship. Wen you said it the first tine it
sounded like well, the new -- this non-profit
ought to be under the oversight board, which
seened to be a mismatch of function. So it isn't
-- it isn't necessarily under the EOB, it's under
t he Energy Conmi ssion, or whatever the Energy
Commi ssi on evol ves to.

MR FERGUSON: | think it could be
either. | mean, | would |ike guidelines, you
know, what their mssion is, you know, what their
budgets are, what kind of auditing and reporting
is required. Those need to be set up so that the
admi ni strator, you know, is running the programin
a way that everybody can understand, and the
results are quantified and audited, and all that.

It just -- we already have two |ike
that, and they are overseen by the oversight

board, and it nekes sense, if you're going to
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create a third, to have that in the sane kind of
nodel. It doesn't have to be. It could be
overseen by sonebody el se. But it should be that
nmechani cal, where you -- where the Comm ssion's
role -- and I'msort of assuming that sonething
like the initial SB 110 nodel takes place sonetine
in the future, whether it does or not. But,
nean, the oversight in that case, when everything
is quantifiable, is election of board of
governors, approval of -- of bylaws and operating
procedures, and that -- that kind of stuff.

The program design is left to the
market, and is -- is market driven, with the
exception that you are going to want to divide it
for equity issues between custoner classes and
hard to serve customer groups, as has been
nmentioned, and things like that. But it should be
run pretty nuch by the book. Whereas the other
stuff, you really have to make day-t o-day
deci si ons about, feedback | oops and pilot projects
and that kind of thing.

So | think one of the things you nay
need to consider is howto split up these two
i deas that you've been hearing today, and, you

know, how rmuch noney one is worth relative to the
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ot her and who should be -- ny suggestion is two
different entities should operate those two
di fferent prograns.

So, thank you.

MR MESSENGER A quick follow up
That'l|l teach you to conme back

(Laughter.)

MR MESSENGER |'m actually intrigued
by this idea of separation, but | want to ask a
little bit about it. | heard you say that you
don't think information prograns can be
quantified, and | guess from mnmy perspective they
do that all the tine in the private sector. They
call it advertising, and they do quite a bit of
studi es about how effective various kinds of
i nformation progranms are selling product.

Could you talk a little about whet her
you think there's any problem from separating
essentially the advertising function fromthe
delivery function in an administrative nodel ?

MR, FERGUSON. You nmaybe have seen nore
than us. | have not seen any reliable results on
how much energy, say, not to pick on Chris, but
the PGE Energy Center has saved. | nean, there

may be some. | just don't know what their -- but
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to ny mind, that's hard to quantify.

My recomendati on for people who want to
run those educati on prograns woul d be to partner
with the -- with the service providers in their --
in their community and to build the cost of the
city's involvenent, of the local entity's
i nvol venent into the subsidies, if you will, that
they are bidding for their program so that when
you bid, you know, |I want a penny and a hal f per
fuel that are saved, at whatever, that that
i ncl udes, you know, something to get the |oca
entity to be able to help with, and just to build
those costs in and make them conmpetitive.

But | don't know any other way to do it.

PRESI DI NG MEMBER LAURIE: Rich
additional clarification, please.

Did | hear you correctly, did you say
that in the view of yourself or the Sierra Cub
and if it's one or the other let me know, that the
design of the program shoul d not be deternined
based upon public interest, but rather should be
mar ket driven, and perhaps you can distinguish
bet ween mar ket driven and public interest, and
maybe not. Is it your belief that guidance

criteria characteristics of a program should not
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be devel oped pursuant to an overall strategic
pl an, for exanple.

MR, FERGUSON. Well, again, | mght nake
a separation between actually going out and buying
nmegawatts and other activities, |ike education and
pilot prograns for theory based narket
transformati on, and so on. And ny initial
comments didn't deal with those at all

But | think, | nean, in terms of just
goi ng out and acquiring |oad reductions at the
| owest possible cost, | do not think that the
state or theorists at the university should be the
ones designing those. | think the people that are
going to go out and do the services and rebuild
the infrastructure in the state are the ones to do
that. And excepting for equity considerations,
and | have a conment there in -- in ny witten
conments. There are equity considerations.

As sonebody el se nentioned the issue of
hard to reach custoners that have been under-
served in past prograns, and that's a real issue.
And there are | ow inconme progranms that need
special treatment. And, in fact, in addition to
all the public benefits fromthese prograns, there

are also private benefits fromthe people who are
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recei ving the prograns, the noney.

So there are these equity
consi derations, so that, you know, you aren't
going to want to dunp all the nobney into, say, the
i ndustrial conmercial sector, even though the kind
of savings that | was talking about this norning
in terms of price reductions, it doesn't matter
But there are private benefits, and so | think the
progranms do have to be divided up according to
custoner classes and hard to reach custoners and
things Ilike that.

But other than that, no, | do not think
the state has a role in -- or any kind of
theorists have a role in designing those prograns.
| think they should be left to the market, and
just acquire them as cheaply as possible. You
want to put this to get negawatts as cheaply as
you can, and how nuch do you want to diddle the
system

PRESI DI NG MEMBER LAURI E:  Thank you,

Ri ch.

Yes, ma'am M. Wod.

M5. WOOD: Yes. Again, |I'mlLisa Wod
fromthe City of San Di ego.

Since the issue of neasurenent and
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nmeasur abl e goals cane up, | couldn't control
nysel f and had to cone up here

I've had a | ot of opportunity to work
with that, because |I'mresponsible for AB 939
prograns for the City of San Diego. And as you
know, we have a very neasurabl e goal that
jurisdictions are required to conply with. So
it's not really a goal, it's a requirenent.

And there are pros and cons to that --

PRESI DI NG MEMBER LAURIE: And AB 939 is
waste reduction, is it not?

MS. WOOD: AB 939 is the Integrated
Wast e Managenent Act of 1989, which requires al
jurisdictions in the state to reduce the anount of
wast e they di spose of by 50 percent by the year
2000.

The plus, on the plus side of a
neasurabl e goal like that is we have extra
amuni ti on when we go to council to get funding
for our programs. You know, you don't do this,
you get a fine of $10,000 per day. That's an
incentive to take part of that pot and put it
asi de for waste reduction prograns.

On the other hand, you were tal king, M.

Messenger, about measuring the effectiveness of
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all your prograns. Not all of the prograns that
are necessary are neasurabl e, and sone of the
progranms are desirable, politically desirable, but
not -- don't necessarily result in all that nuch
actual neasurable diversion. So you get into a
probl emthen of how nmuch -- and we have to do
annual reporting, and we have to do all this
docurmentation to the state, and then there's the
good faith effort issue. How nuch tinme do you
spend docunenting things versus actually
i mpl enenti ng your prograns.

So | think it's very, very inportant
that you strike a balance. Yes, there are
benefits to having neasurable goals, to having
targets, but be careful how nmuch red tape you
generate in terns of measuring each and every
thing that you do. That's just based on ny
experience with that particular situation

Thanks.

PRESI DI NG MEMBER LAURI E: Thank you very

nmuch.

MR SCHI LLER. Hi. Steve Schiller
again. | just wanted to respond to two of the
questions, | think, that have been asked by the

panel, just sort of give a little different
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opi ni on.

One of those was the question concerning
the | oad managenment. | feel that doesn't bel ong
in the energy efficiency prograns, and | think
that as consideration of that you should | ook to
see what the independent system operator is doing.
They' re doing a program where the energy providers
are bidding into the systemto provide | oad
managenent. | think that's where that bel ongs,
and not with the energy efficiency prograns.

And al so | believe there was a question,
M ke, that you had asked, about whether in the
report you should indicate what type of progranms
shoul d be provided. | think that mi ght be nice at
some point, although |I'm concerned, as | think
Ri ch Ferguson nentioned, that -- as to who's going
to define howto do this, whether it's a theory
based or whether it's the marketplace that defines
that. | think it would be better for the
mar ket pl ace to define, or to be nade.

But | think it would be very useful if
you can define is what the clear objective is.

VWhat we have in 1890, as | nmentioned before, is
spend a certain anount of noney. | don't think

that's a very good goal. |f you could take the
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ti me between now and Novenber to define clearly
what the objective is, you know, how nuch KWH, how
much KW pollution reduction, percent of |oad
growth, whatever, | think that would be quite an
achi evenent, and then as tine proceeds the
mar ket pl ace, or whoever, can define where the
progranms make sense to neet that objective, versus
defining here are the prograns, and therefore
defining sonme goal s.

Thank you.

PRESI DI NG MEMBER LAURI E:  Thank you, M.
Schiller.

Anybody else? Sir. M. Dunn.

MR DUNN: Tony Dunn, with the Sierra
Energy Center.

| just want to nmake a comment. |
beli eve M. Ferguson, of the Sierra Club -- is
that correct?

Wth respect to education, you were
having a discussion with him and you referred to
advertising. And one of the biggest things that
we do is marketing energy efficiency prograns. It
is inpossible to have an energy efficiency program
wi t hout narketing, advertising, education,

what ever you want to call it. You can have a
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program on paper, but if nobody participates in it
because they don't know about it or understand it,
or understand the benefits, it isn't really a
pr ogr am

And | think you're going to be forced,
however you administer this thing, to consider
education, advertising, marketing, whatever you
want to call it, as an integral part of it. You
have to make the program a success, and in order
to make it a success you have to get the word to
people, in whatever form \Wether you're working
t hrough school s, TV ads, newspaper inserts, bil
inserts, whatever it is, that's a critica
el enent .

So | don't think you can separate out
that elenent of the program It is an integra
part of it. And | think you'll find that there
are other things that don't seemto directly pay
into kilowatt hours saved, that are integral parts
in order to make the program a success, however
it's adm nistered.

Thank you.

PRESI DI NG MEMBER LAURI E:  Anybody el se?

M. Sugar.

PROGRAM MANAGER SUGAR: Wl |
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fortunately, we have nore workshops coning up for
t hose of you who had a good tine.

(Laughter.)

PROGRAM MANAGER SUGAR: Before | go
further, | would like to thank Don Kazama, who
think is up here, and Maxine Botti, who is at the
back of the room as well as Wendy Bader

CGetting set up outside of our norna
venue is a lot nmore work than it appears. For
t hose of you who've seen "Anti ques Road Show'
with the senm trucks and all, it's not that bad.
But it does become quite conplex, and they've done
a wonderful job in nmaking this happen. W're
hopi ng that the balance of our workshops go a
little bit nore smoothly on the administrative
end.

Looking at -- listening to the comments
today, it sounds like a |lot of the work which we
are going to have to address probably in the next
wor kshop will revolve around goals for the
program It seens to nme, and fromtalking to sone
of the team|eads, that this seenms to be the area
in which a lot of the coomentary falls. Staff has
been involved in quite a few internal sort of

chi cken and egg di scussions. Wat cones first, an
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admini strative structure or a goal for the
program and an approach to -- to program goals,
and nore and nore it appears to us that program
goal s and designs and considerations are going to
drive many parts of the report, including
admini strative structure.

So staff will be getting together in the
next couple of days to work on an agenda for the
next workshop. It's tentatively schedul ed for
Septenber 9th. W are expecting to be hol ding
that workshop -- this is with the Commttee,

Conmi ssioners Laurie and Pernell -- we expect to
be hol ding that in our building.

Is there a question? No?

We expect to be holding that here.

Wel I, good, we have practice.

(Laughter.)

PROGRAM MANAGER SUGAR: It appears that
we will be focusing at |east sone of that day on
program design. We'Ill be getting a nore detailed
agenda out very shortly.

The foll owi ng workshop will be October
12th. That will be focused on additional issues,
and we're going -- staff is going to be working to

set that up.
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Finally, we are expecting a fina
Commi ttee workshop, w th Conm ssioners present, in
Novermber, and that will be a workshop to discuss
staff's draft. W anticipate having a draft out
by early Novenber. W are trying to find a date
when we can corral both Commi ssioners at once,
whi ch becones conplicated because their schedul es
tend to beconme filled very quickly, so that we can
get coment on the draft. And staff will be
taking direction fromthe Conm ssioners to nodify
the draft so that we can get it to the ful
Conmi ssion in very early Decenber

G ven that we need to get a notice out
for the Septenber 9th workshop, we need to have
somet hing out by the end of this week so that
there are at |least two weeks for parties to
prepare for the workshop. W need -- we will be
getting together this week to get together our
comments fromthis one

A nunber of comrents were repeated
These included that whatever admi nistrative
structure we come up with nust be ninble, avoiding
| ong del ays. We've heard both privately and in
t he wor kshop today that hiatuses in program

operation are terribly destructive to the goals of
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energy efficiency, and we need to try to avoid
t hose at any cost.

There are nultiple reviews regarding the
best administrative structure. That's come to us
even before this workshop, and listening to the
wor kshop that's still the case. Many of those
i ssues will probably be resolved, at least in
staff's mnd, as we go ahead and try to resolve
the issues of the goals and form of prograns, the
overall goal of energy efficiency prograns.

Prograns shoul d be sinple and mar ket
driven. W' ve heard that in a nunber of forms.
And we continue to hear that there should be
nmul ti pl e measures of success, not just bang for
t he buck, but that saving kilowatt hours creates a
variety of benefits. Many benefits accrue from
trying to deal w th under-served narkets, and it
sounds |ike we need to involve |ocal agencies in
our di scussions.

Are there any that | seemto be mssing
t hat have come across?

G ven that, are there questions about
the process? Pl ease.

FROM THE AUDI ENCE: | have -- |

apol ogi ze for not having read this whole thing yet
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as far as access to people -- nmaterial so people
that are submitting things, how does a party to
this process get those things. | notice that
there were things that were passed out to just you
all that | wouldn't have nminded bringing back with
nme. That woul d've been hel pful, | think

PROGRAM MANAGER SUGAR: | under st and.
What we're asking is that anything that is
submitted to us, if it could please be submitted
el ectronically. Because this process is truncated
conpared to nost of the policy reports in which
the Energy Commission is involved, we are trying
torely very heavily on list server. And we are
trying to put -- post everything that we receive,
where it norrmally would go to Dockets and then
woul d be available in witten fornmat, we are
getting the materials to Dockets but we're trying
to make them available on the Iist server
el ectronically, so that everyone will receive
t hem

FROM THE AUDI ENCE: | just had a
suggestion, and |I'mnot sure you can do this.
Wrk with the CBEE as the -- people sign up for
If I was to submit sonething to you through the

process. Everybody gets it. And | wouldn't have
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to check on your Wbsite to see if ten minutes,
you know, | might have checked and then ten
m nutes |ater sonmething's posted. You just get it
instantly, if you sign up with that. It's fairly
i nexpensive, | think.

PROGRAM MANAGER SUGAR: Wl l, we have --
| have to adnmit ignorance. Could you comrent,
Maxi ne, how this is working?

M5, BOTTI: Sure. If you sign up on --
for the list server on our Wbsite, you'll receive
the comments we --

FROM THE AUDI ENCE: Automatically?

MS. BOTTI: -- you just check --
automatical | y.

FROM THE AUDI ENCE: Ch, okay.

MS. BOTITI: So you won't need to keep
checki ng that.

FROM THE AUDI ENCE: Ckay. And then the
other comment that | had, procedure conment that |
had, is although | think today was very
i nfornmative, frankly, people could have witten
all the stuff that they said down, and submitted
it to you. | mean, it was nice because | could
just listen rather than read, but | would have

been done in two hours, frankly.

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

206

| know you all have -- | -- ny
preference is not to do that -- this again, that
way. So it would be really nice to do is the
topics that we're going to go through in the next
neeting, come prepared for that.

PRESI DI NG MEMBER LAURIE: Let ne talk
about that for a mnute.

And that is -- that was certainly
di scussed by the staff and the Committee prior to
today. It is understood that anytine you spend a
day sitting at a conference it is an expensive
day. And we understand that. W understand that
the greater the specificity of the issue and the
greater the specificity of the discussion, the
greater the specificity of the answer. And -- and
the better the focus of the discussion. And we
certainly prefer that.

As noted at the begi nning of the
wor kshop, however, this is a first nmeeting, and
this is also a neeting designed for the ful
public, not even those necessarily who have an

econoni ¢ stake or another stake in the process.

That's -- this workshop was specifically designed
to be general. It is our intent that every
wor kshop that follows -- and, again, we understand
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that your time is valuable and we don't do this
for fun, contrary to M. Sugar's view --

(Laughter.)

PRESI DI NG MEMBER LAURIE:  -- we will
have specific topics, we will have specific papers
for discussion purposes.

O her questions regardi ng process?

MS. TEN HOPE: | just have one conment
that there's another forumthat mght be of
interest to people in the audi ence. The existing
adm nistrators are going to cone and speak with
t he Conmi ssioners and fill themin on sonme of the
progress to date in prograns to date. | believe
that's been schedul ed for Septenber 8th; is that
right, John?

kay. So that'll be at our business
neeting, if you're interested in hearing status to
dat e.

PRESI DI NG MEMBER LAURIE: And that is a
regul arly agendi zed item on our busi ness neeting,
isit not?

Conmi ssi oner Pernell, do you have any
cl osing comments, sir?

COW SSI ONER PERNELL:  Yes. Thank you

G osing comrents. | love this.
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(Laughter.)

COW SSI ONER PERNELL: Let me just say
that it's been a long day. And again, | want to
t hank you for attending. At the beginning | said,
you know, don't take anything for granted, let us
know, and | think you've done that.

W want you to participate in the
process. W'Il lay the process out, we want it to
be user friendly. W'Ill have things up on the
Website. And | agree with your conment that it's
better to have it in witing, and then staff can
see it and we can kind of go over it alittle bit.
I know | was -- everybody up here was taking notes
at some point. But it's also better to have your
t houghts down in witing, and if you could do that
el ectronically that would hel p us.

Again, | want to thank you, and | ook

forward to seeing you on the 9th. Thank you

agai n.

PRESI DI NG MEMBER LAURI E:  Thank you,
Robert .

Ladi es and gentl enen, that concludes the
neeting.

We understand the inportance of the

| egi slative mandate. This programis a big deal
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The subject is inportant, and there is a | ot of
noney involved. Qur efforts over the next couple
of months will be intense. W have 90 days to
wite the report. That is not a lot of tine.
It's basically a full-tine post for the teans that
are working on it.

Again, your input is critical, so if you
cannot attend a workshop pl ease provide materi al
in some other fashion

Any other comment by staff present? M.
Sugar .

PROGRAM MANAGER SUGAR: One comment
shoul d have nmade. Staff is discussing having a
possi bl e coupl e of staff workshops on specific
technical issues. W do not yet have dates for
those. W were waiting to hear what coments --
some of the conments made today. |f staff decides
to hold those, we will notify the Iist server
i mediately to give people as nmuch tine as
possible to plan to attend, if they are
i nterested.

PRESI DI NG MEMBER LAURI E: Thank you very
much. The neeting is adjourned.

(Thereupon, the Public Benefits Program

Wor kshop was concluded at 3:30 p.m)

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



210
CERTI FI CATE OF REPORTER

I, VALORIE PH LLIPS, an Electronic
Reporter, do hereby certify that | ama
di sinterested person herein; that | recorded the
foregoing California Energy Conmi ssion Wrkshop
that it was thereafter transcribed into
typewriting.

| further certify that | am not of
counsel or attorney for any of the parties to said
Wor kshop, nor in any way interested in the outcone
of said Workshop.

IN WTNESS WHERECF, | have hereunto set

nmy hand this 26th day of August, 1999.

Valorie Phillips

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



